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THE TREND TO SECURED LOANS 
Presa: the most distinctive qualitative trend in the 


loans and discounts of our commercial banks since 1920 is 

the higher percentage that is secured by stocks, bonds, real 

estate mortgages, chattel mortgages, or other personal property. 
A comprehensive statistical statement of the amount of secured 
loans and the differences therein per geographical district and 
type of collateral, as well as of the trends of these items during 
the past decade, cannot be given for want of sufficient satisfactory 
data. It is very probable, however, that for our purposes the 
distribution of loans and discounts reported annually by the 
comptroller of the currency for the national banks suffices and 
represents fairly well the distributions and trends for all the 
banks, state and national. Unfortunately, in 1928 the comptrol- 
ler revised his schedule for the classification of loans, and the new 
classification does not distinguish between demand and time 
loans nor consistently and completely between secured and un- 
secured loans. The period covered by this study is, therefore, 
restricted to the nine years beginning 1920. Whether the trends 
from 1920 to 1928 were changed thereafter and in what respects, 
are questions rendered insoluble by the change in classification. 
The figures for each item of the former classification for each 
year, for all New England, for sixteen representative states, and 
for eleven large cities in these sixteen states, were reduced to 


I 
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percentages of the total loans and discounts, in order to make 
them readily comparable as between years and as between areas. 
The figures for the state do not include those of its big city or 
cities; these latter are given separately for purposes of compari- 
son. On June 30, the end of the fiscal year, the two years 1920 
and 1928 were much alike; both were dates of high booming stock 
market and apparent prosperity; and since the loan figures for 
these two dates are consistent in trend with the figures for the 
intervening years, the significance of the trends is enhanced. 

In no section, state, or city did the ratio of unsecured demand 
loans to total loans show any important consistent tendency to 
increase or decrease. These loans universally constituted a small 
proportion of the total, the proportion was singularly stable for 
nearly every area, and considerable differences of level were no- 
ticeable. For all areas for the nine years the average ratio of 
unsecured demand loans to total loans was 5.03 per cent and of 
unsecured time loans to total loans, 49.64 per cent. 

It appears that for the period 1920-28 unsecured loans con- 
stituted a majority of all loans, and that of the unsecured loans 
the time loans were five times the demand loans. A striking fact is 
the wide disparity in banking practice as to the extent unsecured 
demand loans were made, ranging from 12.48 per cent in Pennsyl- 
vania to 0.70 per cent in Detroit. In all cases, except Boston, un- 
secured demand loans bulked smaller in the metropolis than in 
the rest of the state. The only region where there was a distinct 
trend in the unsecured demand loan figures was the Pacific Coast, 
where there was a consistent decline of the ratio. 

The mean averages computed for unsecured demand loans are 
not badly affected by erratic figures or by trends; but those for 
unsecured time loans do not give a proper picture because in al- 
most every area the ratio showed a marked decline accelerated 
toward the end of the nine years, and the mean average conceals 
this fact. The five ranking states for unsecured time loan ratios 
were Illinois, Virginia, Nebraska, New York, and Massachusetts. 
Illinois and New York ranked high in ratios for both demand and 
time loans; but in general the correlation of the two ratios was not 
high positive or negative; in other words, the extent of use of the 








THE TREND TO SECURED LOANS 3 


two types of loan seemed to be governed by independent consider- 
ations; and this principle applied whether one considered states 
or big cities. 

The most important fact brought out by the statistical analyses 
is that during the nine years the proportion of unsecured loans to 
total loans declined rapidly. In Table I it will be seen that the 
mean average for the states declined from 61.1 per cent to 48.7 
per cent, for the cities from 60.4 per cent to 41.4 per cent, and for 
all combined from 60.8 per cent to 45.9 per cent. Of all the states 
Oklahoma bankers extended by a wide margin the smallest pro- 
portion of unsecured loans, and the ratio was singularly stable 
through the nine years, with no trend or important fluctuations. 
However, at the end of the period some states and cities had 
approached or cut below the Oklahoma ratio. 

These statistical analyses indicate that there are three phenom- 
ena of unsecured loans that require explanation: (1) Why they 
bulk so large in American bank portfolios? (2) Why ratio of un- 
secured to total loans differs so widely from state to state and from 
city to city? (3) Why the practice of granting unsecured loans is 
declining everywhere? 

The high degree to which banks in the United States extended 
loans on an unsecured basis grew out of the peculiar conditions 
in which our credit system arose; it was an unconscious adapta- 
tion of credit methods to the needs of a pioneer frontier environ- 
ment. 

The creditor tries to predetermine the ability and willingness 
of the debtor to pay and fixes the terms and conditions of the 
credit accordingly. The relative extent to which the secured loan 
is used as against the unsecured simply reflects the different 
weights given to the four C’s of credit. In the lombard loan the 
paper is collateralized by pledge of specific wealth or property 
rights of which the market value, even under distress sale, will 
presumably provide the creditor with full cover for the sum 
loaned: the emphasis is on the debtor’s capital and less attention 
is paid to his business efficiency and his personal character. The 
unsecured loan is not tied to specific property pledged; the credi- 
tor bases the extension of credit on the debtor’s business capacity 
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and financial record and prospects; and while the possession of 
much capital, both fixed and floating, is known to affect his capac- 
ity and willingness to pay on due date, it is not regarded as the 
prime factor, and he is not required to pledge or mortgage any 
specific portion of it to cover this loan. 

Now the conditions under which American business developed 
favored the unsecured loan and opposed the insistence on col- 
lateral. Under the decentralized economy and personal liberty 
and untrammeled opportunity to amass fortunes, everybody was 
free and ambitious to enter business or industry. The chronic 
difficulty in the pursuit of fortune was the scarcity of capital re- 
quired to dig mines, clear forests, build factories, stock stores, pro- 
vide transportation facilities, and thus conquer the vast natural 
resources spread out so temptingly before the pioneer. The spirit 
of our people has been singularly optimistic and speculative, and 
those with capital were disposed to stake it in ventures with nar- 
row equities. The rapid rate of growth meant large “unearned 
increment” in land values and markets, and equities narrow at 
the first became amply protected as the possessions of the bor- 
rowing adventurer advanced; so-called “shoe-string” financing 
was warranted by the prosperity seen on every hand. The success 
of our business and industrial men hinged more largely on acu- 
men, astuteness, vision, leadership, managerial capacity, and 
early start than it did on the possession of much capital; men of 
such traits easily acquired control of vast capital on very easy 
terms. Lenders were not disposed to insist on pledge of capital 
from borrowers who had little more than the sum borrowed; they 
looked rather to the other three C’s of credit criteria, and took the 
borrower’s promise to pay at a value based on these intangibles. 
There was, moreover, a singular lack of pledgeable capital that 
could have served to support short-term commercial and indus- 
trial loans; the grand bulk of wealth consisted of land and other 
fixed investments; except in the financial districts relatively few 
people owned stocks and bonds or other properties for which there 
was an organized market where quick liquidation would be possi- 
ble; until within the present generation the discount market for 
short-term paper was in embryo; both long-term and short-term 
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financing were quite largely local and it was only as locai ventures 
spread to state territory or nation-wide proportions that the cen- 
tral money markets could be tapped. Thus the optimistic specu- 
lative spirit of our lenders, the warrantability of “‘shoe-string”’ 
financing, the prime importance of the intangible elements in the 
success of our business leaders, the scarcity of pledgeable capital, 
and the want of liquidation markets rendered the insistence on 
collateral not only foreign to the American temper but impossi- 
ble of execution and unwarrantably restrictive on our develop- 
ment. 

The system that developed was that of open account, cash dis- 
count, and single-name unsecured promissory note. In a country 
developing so fast, with industries and people so migratory, with 
cyclical booms and depressions both local and national, with 
credit resting on the intangible C’s and with credit buyers and 
borrowers scattered over broad areas, the extension of credit was 
hazardous. This fact, coupled with the narrowness of the capital 
with which he operated, inclined the seller to try to put his busi- 
ness on as nearly a cash basis as possible, and he premiumized 
very much those of his customers who paid within ten days for a 
bill of goods bought. The terms 2 per cent 10 days net go days 
constituted so high a discount that only the most necessitous 
conditions could prevent the buyer from availing himself of the 
privilege, and to fail to do so put him at a great competitive dis- 
advantage. This cash discount system prevailed in sales by and 
to manufacturers and by and to wholesalers, and American busi- 
ness tended to go on a “cash”’ basis, that is, payment within 
ten days of goods sold on open account. The manufacturer bor- 
rowed from his bank on a showing of his financial statement, giv- 
ing his single-name unsecured note, in order to take the cash dis- 
count offered by sellers of raw materials and to finance the manu- 
facture and selling of his goods; and the jobber and retailer to 
whom the goods moved operated in the same way. The univer- 
sality of the practice was promoted in the Greenback period, 
1861-1879, when rapid fluctuations in the value of money ren- 
dered credits still more hazardous. Also with the development of 
internal communication, by railroads and mail and express serv- 
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ice, aggressive selling led manufacturers and wholesalers to travel 
“drummers” who sold at the buyer’s place of business on the basis 
of samples carried and implied warranties; heretofore the inte- 
rior dealer had made a seasonal buying trip to New York where 
he bought by inspection and signed a note payable or accepted 
a draft drawn on him for, say, three months; now the 2 per cent ro 
days go days terms, if the discount was taken, meant that the 
buyer would pay before the goods arrived in his distant town, and 
he would be forced to borrow locally on his unsecured note. And 
the shipper, if the discount were not taken by the buyer, would 
now be forced to borrow from his city bank on his unsecured note 
rather than discount the receivables as formerly. Thus the new 
system of selling also promoted the use of unsecured loans. 

Finally, it should be remembered that in the newer sections of 
the country interest rates and margins of profits are higher than 
elsewhere. The demand for funds bulks very large, but the supply 
of loanable money is scant both because the indigenous capital is 
scarce and because the inflow is impeded by the high risks in- 
volved. The high interest rate, the dearth of laborers, the heavy 
transportation costs, and the high risks force up the cost of dis- 
tribution and production and make wide margins necessary in 
the conduct of business. In other words, the higher risks of the 
single-name unsecured loans are covered in the rates of interest 
and commodity prices; and the semi-monopolistic position of the 
local bank or dealer makes it the easier to shift the burden of these 
charges to consumers. When and if competition becomes more 
intense, lower rates are obtained by improving the safety of the 
loan through collateral security. 

A variety of factors have tended to reduce the high proportion 
which unsecured loans came to occupy from the above and other 
causes. Among those which have wrought with telling effect since 
1920 may be mentioned the following: 

1. The increased ownership of stocks and bonds by the pub- 
lic has resulted in voluntary offerings of collateral by borrowers. 
During the war a very large and widely distributed number of 
moderately well-to-do people became educated to the advantages 
which good marketable securities offer, and among these advan- 
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tages their use as collateral for loans was pressed in the Liberty 
Loan campaigns. More local firms are handling securities, and 
they require financing by local banks. More industrial and com- 
mercial enterprises have found it advisable to finance themselves 
by flotation of stocks and bonds rather than to depend on local 
banks for line-of-credit loans or to borrow in the open market 
by sale of commercial paper; and this has resulted not only in 
cutting down the volume of these two forms of unsecured notes 
but also added to the volume of pledgeable securities in the hands 
of the people. It should also be noted that banks have invested 
heavily in securities the past two decades, on account of the 
proved weaknesses of real estate mortgages and on account of the 
rapid increase, both absolute and relative, of time deposits; and, 
consequently, loans to banks are more likely to be on the basis of 
securities pledged than in former times. 

During the past decade manufacturing and distributing houses 
changed their method of doing business, by ceasing to carry 
speculative inventories and buying hand-to-mouth; this reduced 
their need for temporary bank credit. But many houses went 
much farther than this, by changing their capital structure: in 
the relatively easy money market conditions since 1920 and with 
the high level of corporate earnings, corporations found it both 
desirable and possible to provide themselves with a large part of 
their working capital from profits and from the issue of securities 
rather than through borrowing from banks. This policy was facili- 
tated by the increasing willingness of the public to buy common 
stocks during the period of rising security prices. This develop- 
ment operated to reduce bank borrowing by corporations on line- 
of-credit loans; in many cases the banks sold stocks sufficient to 
pay off their bonds, to pay off their bank loans and to provide 
their working capital, and even to supply extra cash funds which 
they deposited in banks or loaned in the street on call. Thus this 
new method of financing commercial needs both reduced commer- 
cial loans and provided the public with securities eligible as col- 
lateral for security loans. 

The use of stocks and bonds as collateral has been promoted 
also by the widespread participation by persons of all classes in 
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stock-market operations, causing a demand for loans to finance 
the purchase of securities or to protect margin accounts. The 
highly active stock market, with bull movements culminating in 
1920, 1923, 1927, and 1929, was facilitated by the banks making 
collateral loans, especially to brokers, and the very ease with 
which brokers procured loans was in itself a factor in the growth 
of secured loans. 

A statistical analysis of the influence this development had on 
the ratio of unsecured loans to total loans shows that, except for 
Pennsylvania and Virginia, which had approximately the same 
ratios in 1928 as in 1920, loans secured by stocks and bonds had a 
higher importance in all the states and cities studied. In many 
places the proportion declined from 1920 to 1925 or 1926 and then 
increased very rapidly, more than recovering what was lost: the 
phenomenon was caused by the contraction (1) of so-called “war 
paper” from bank portfolios as the Liberty and Victory loans 
gradually reached the hands of permanent investors and (2) by 
the liquidation of such loans as could be liquidated without loss, 
which meant loans collateralled by stocks and bonds rather than 
other types, since the prices of these recovered faster than those 
of farm lands or products or other commodities. During this pe- 
riod, also, demand deposits were converted to time deposits and 
banks warrantably contracted loans and bought securities out- 
right. In general, the ratio of stock and bond secured loans to 
total loans increased faster in the cities than in the states in 
which they were located and than in the other states. This differ- 
ence was due to the greater prevalence of security-holders and 
speculators in cities than in rural parts. The period since 1920, 
however, witnessed a decided diversification of loans and invest- 
ments of banks, and stocks and bonds now bulk very much larger 
as investments and pledges. This undoubtedly is a healthy tend- 
ency; if only local bankers were better acquainted with securities! 

Taking the ratio of demand loans secured by stocks and bonds 
to total loans, for the terminal years 1920 and 1928, it appears 
that this ratio increased for every city and state, except San Fran- 
cisco. Moreover, demand loans grew faster than time loans, es- 
pecially in the agricultural mid-continent states. Whereas the in- 
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crease in the absolute and relative volume of time loans col- 
lateralled by stocks and bonds as a component of bank portfolios 
may mean a new method of financing business and/or a growth 
in stock-market speculation by the bank’s customers, the still 
more rapid increase in demand loans so collateralled bespeaks 
speculation alone—it indicates that the banks were expending 
funds on call to local or central money-market speculators and 
facilitating the bull market then under way. The call loan rates 
in New York exceeded local commercial rates, and banks en- 
hanced their earnings by shifting all possible unemployed funds 
to Wall Street. They also attained a more diversified and, there- 
fore, safer portfolio, got a secondary reserve, and enhanced the 
liquidity of their position. It is doubtful whether this shift of 
funds meant any deprivation of local agriculture and commerce 
worthy of credit, since banks by habit and expediency were dis- 
posed to sacrifice New York call loan earnings and bring the money 
home when the seasonal demand of their local community re- 
quired funds. From the point of view of bank management the 
new higher proportion which loans collateralled by stocks and 
bonds listed on the big exchanges now constitute is a decided 
step forward in the agricultural belt where enslavement of bank 
to community, under the unwarrantable slogan of “‘service to the 
community,” ruined thousands of banks since 1920. One can only 
hope that the banks will continue this process of extricating them- 
selves from bondage and serve their depositors more and their 
local borrowers less. 

2. The second major force reducing the ratio of unsecured to 
total bank loans is the growth of real estate loans. Conceived as 
commercial banks the national banks had been interdicted from 
lending on real estate. The United States Supreme Court had 
held it wlira vires and unlawful for a bank to make such loans; it 
was permitted to take such security only when given in good faith 
to protect debts previously contracted. It was even held that a 
bank could not lawfully lend on a note secured by mortgage or 
deed of trust on real estate or on a note for which there was given 
as collateral security another note so secured. But the Federal 
Reserve Act, with amendment of September 7, 1916, opened the 
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way for national banks outside the central reserve cities to lend 
on improved farm land and other real estate, on first mortgage or 
deed of trust, in an amount not exceeding 50 per cent of the value 
of the land and improvements thereon nor one-third of the bank’s 
time deposits nor one-fourth of the bank’s capital and surplus, 
for periods up to five years on farm lands and one year on other 
real estate. Demand loans are permitted on real estate but they 
are infrequently made because certain legal technicalities make it 
difficult to keep the indorser bound and because the borrower 
usually borrows for capital rather than commercial purposes when 
he pledges real estate. Under the new privilege, national banks 
rapidly expanded their real estate loans, with the result that the 
loans rose from $184,000,000 in 1919 to $1,286,000,000 in 1928. 

This growth is also expressed by the rising ratio of real estate 
loans to total loans. In every state the ratio rose to a goodly 
percentage of the banks’ portfolios. The rising ratio means a cor- 
responding decline in the liquidity of portfolios. Some warrant 
for national banks thus freezing goodly proportions of their assets 
is found in the great growth of their time deposits, great absolute- 
ly and relatively to demand deposits: it has always been regarded 
fit and proper for a savings bank to lend heavily on real estate, 
and commercial banks in proportion as they hold savings deposits 
claim similar justification. The great objections, however, are, 
first, that few commercial banks really treat their savings de- 
posits as savings deposits, for they keep them subject to check 
and do not insist on thirty days’ notice before withdrawal; and, 
second, that unless there is a precise legal segregation of assets 
covering savings deposits from assets covering demand deposits 
the savings depositors are endangered where they should be privi- 
leged, for the best assets may be liquidated or pledged to raise 
funds to meet a run by demand depositors while savings deposi- 
tors are estopped from withdrawal by enforcement of the thirty 
days’ rule. 

3. A third influence elevating the ratio of secured to total loans‘ 
is the superiority of secured over unsecured loans by way of 
safety. One banker stated to the writer that his experience the 
past decade had been that the “‘loss ratio on loans and discounts, 
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as between secured and unsecured, was as one to six.’’ Until the 
borrowers, particularly those who offer chattel mortgage security, 
attain a better standing, or more financial independence, banks 
cannot safely deal with them on an unsecured basis. The unsatis- 
factory conditions in banking since 1920 have been largely the 
result of unjustified extension of credit on “faith, hope, and char- 
ity”; and the present requirement of more and more collateral 
evidences an attempt to get away from the unfortunate results 
caused by such extensions of credit on character alone. It requires 
more astute bankers to determine the advisability of lending on 
the basis of character-analysis alone; the chance of error bulks 
very large in time of rising prices and general boom when almost 
everybody makes good profits although his business competency 
may be low. A complete revision of estimates must be made after 
a crash like 1920, and bankers are prone to look to the more 
tangible elements of credit title. Insistence upon collateral is 
one device employed for refusing to loan or for reducing loans. 
In a small bank where there is a close contact between bank exec- 
utives and customers and sentimentalities are prone to supplant 
cold credit analysis and judgment in the granting of loans, the 
policy is especially helpful. During the period of deflation subse- 
quent to 1920, many of our bankers learned by sad experience to 
differentiate between self-liquidating commercial credit and non- 
liquid capital loans; and there has been a well-developed tendency 
to require security to support capital loans and to place more 
emphasis on seasonal liquidation where it can be obtained. Of 
course, mere increase in collateral may not increase liquidity, for 
liquidity of the collateral rests upon its ready marketability; a 
considerable portion of collateral loans are not quickly converti- 
ble, are in reality some of the slowest and most frozen of credits; 
but when a loan aims at liquidity and is properly collateralized 
to that end such a loan is easier to liquidate than an unsecured 
loan. Good bank management need not insist on collateral in- 
stead of the unsecured loan, provided loans are made on the basis 
of a well-worked-out financial statement and the element of liq- 
uidity is attained by careful analysis of the borrower’s financial 
statement and character and of general business conditions. Nor 
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should it be thought that it is wrong for a bank to make some 
illiquid loans: a bank may properly make a certain amount of 
capital loans, and in some cases it may be financial wisdom to do 
so as well as a duty to a customer; it is bad only when the volume 
of this type of loan becomes too large in proportion to the bank’s 
total assets and reduces its liquidity too much for safety; diversi- 
fication is essential, and to this end, and particularly in rural 
communities, a reasonable proportion of amply margined col- 
lateral loans is most desirable. 

4. Besides proving the superior safety of secured over unse- 
cured loans, the depression following 1920 promoted in many 
other ways the practice of insisting on collateral. As a result of 
war-time activities many lines of production were or had been 
very prosperous, due to exceptionally high prices and a steady 
demand for goods; high wages, steady employment, and big prof- 
its made bank deposits soar; and gold imports flushed the bank 
reserves—that is, the banks were able and eager to lend; there was 
a very active demand for commercial loans, and a large part of 
them were on an unsecured basis since the borrowers were making 
big profits and were able to offer satisfactory programs for liquida- 
tion of their lines. But 1920 reversed this situation, for it caused 
heavy withdrawals of deposits, ruined the credit of borrowers, 
caused lenders to take heavy losses, and inclined the banks to 
contract their lines and to refuse renewals or new loans. Farmers 
who had invested heavily in additional land and equipment, fre- 
quently purchased on unsecured credit, either failed outright or 
were asked to protect their loans by collateral; the volume of 
unsecured credit was reduced by either process. The failure of 
the less conservatively managed farms and other enterprises left 
existing those most likely to have a high percentage of their 
loans secured. Deflation in the value of land, live stock, and 
grains has caused losses to borrowers and made it advisable to 
lenders to take any available security—chattel mortgages on 
equipment and live stock necessary to farm operations and heavy 
mortgages on land. Many farmers now have only a very small 
equity in their farms and equipment and are not entitled to un- 
secured credit at all. In this era of rapidly changing farm condi- 
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tions and a great deal of admittedly poor farming, the country 
banker feels justified in insisting on adequate security for doubt- 
ful loans and restricting credit where the use of the borrowed 
money is not reasonably sure to benefit the borrower. 

The growth of tenancy means a decline in the safety of unse- 
cured farmer credit: the passing of land to non-resident owners 
without farm knowledge, experience, or interest, when the owners 
of farm mortgages foreclosed, reacts seriously against the pro- 
ductivity of the farm, against the upkeep of the farm and its 
buildings, against the social life in rural areas, against the farmer’s 
morale, stability, and industry, and against the public stigma 
that formerly attached to jumping debts. The migratory charac- 
ter of the tenant defeats the development of local attachments 
and community spirit as well as his title to credit; furthermore, 
the most migratory tenants are usually the most necessitous bor- 
rowers, for they are most likely to have few if any implements, 
animals, seed, furniture, or capital, and, too, their very frequent 
migration probably indicates low ability and this tends to settle 
them on the poorest lands. Under all these circumstances it is 
evident that the increase in tenancy, with its adverse effect on 
security, tends to incline the banker to require collateral or to 
refuse to lend altogether. 

It should be said that in the aftermath of 1920, with the decline 
of feverish activity in various business and industrial lines, com- 
mercial loans decreased so much in volume that the banks were 
obliged no doubt in many instances to resort to loans secured by 
stocks and bonds to some extent in order to keep up their earn- 
ings, as the legitimate demand for unsecured loans for business 
purposes was not great enough to employ the funds on hand. 
In some localities a surplus of loanable funds is the chronic situa- 
tion: in Hartford, Connecticut, for instance, the demand for com- 
mercial loans is so small compared with the banks’ deposits that 
they are forced to turn to collateral loans and other outside out- 
lets. Since 1920, on account of adverse agricultural conditions, 
Vermont banks have been reducing loans made outside the state 
on mortgages and have resorted to loans collateralled by stocks 
and bonds. The entrance of the chain store into local communi- 
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ties has undoubtedly contributed somewhat to the decreased ra- 
tio of borrowing on unsecured paper, inasmuch as these stores do 
not borrow from the local bank as the independent stores are wont 
to do on their unsecured notes; and the banks have to seek other 
employment when the local commercial demand thus fails. 

In an area like Oklahoma, where secured loans have tradition- 
ally constituted a higher proportion of total loans than in the 
rest of the country, the increasing popularity over the United 
States of loans collateralled by stocks and bonds tends simply to 
replace loans collateralled by other forms of personalty rather 
than to decrease further the unsecured loans. The ratio for Okla- 
homa has therefore held constant the past decade. Furthermore, 
the difficulty is enhanced in that state as always happens when 
for some reason some type of collateral in common use declines 
in amount or in favor with the bankers or examiners, as has been 
the case when the tractor displaced horses and mules. Bankers 
as a class are opposed to tractor and machine farming. They 
point out that machinery depreciates rapidly, especially with the 
want of care given it by too many farmers; that it has no offspring, 
as cows do calves and horses, colts, and does not grow as livestock 
does; that there is no market for used machinery as there is for 
animals; and that as a consequence they cannot afford to loan 
to so high a percentage of the sale value of machinery. Under such 
circumstances the transition from animal to machine farming re- 
sults in a contraction of agricultural credit. The bankers also 
recognize that the implement dealer loans must be paid before 
bank loans to the farmer, for the machinery is necessary to pro- 
duction, saving the farmer the expense of hiring more men and 
theoretically thus providing for the first payment; the implement 
dealer’s prior lien on the farmer’s earnings gives the banker added 
caution in extending farmer credit. And if the farmer is sewn up 
by an automobile dealer, he forfeits his credit title with the imple- 
ment dealer and the bank. Thus the banker, in his contest with 
the dealers in automobiles and farm machinery, is disposed to 
sew up in his chattel mortgage everything the farmer has with 
the purpose of preventing the farmer from further borrowing or 
instalment buying. 

Banks are fast quitting the practice formerly so prevalent in 
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the South of lending on the crop alone; if the crop is all the bor- 
rower has to offer, the bank insists on a good indorser, and the 
chattel mortgage on the crop then serves largely to put the re- 
sponsibility on the borrower, and the indorser is so informed; it 
serves also as a means of collection. This decline in crop loans 
largely resulted from the heavy losses experienced since 1920, a 
loan so secured being almost wholly a gamble on the crop as 
against weather, pest, tenant, and price. 

5. It is frequently asserted that the comptroller of the cur- 
rency, with his bank examiners, and the Federal Reserve Bank 
authorities, favor the use of secured loans, and that the banks in 
their effort to meet the examiners’ favor and the Federal Reserve 
rules for eligibility of discount paper have consciously shifted 
to secured loans. In order to ascertain the position of the Federal 
Reserve and bank supervisors a questionnaire was sent to the 
Federal Reserve agents, the state banking departments, and the 
chief national bank examiners as to whether they actively favored 
the secured loan: of six replies from the first group two said 
“ves” and four, “‘no”’; of thirty-two replies from the second group 
twenty-seven said “‘yes” and five, “‘no’’; and of four replies from 
the third group three said “yes” and one, “‘no.”” A most common 
order of reply from state bank commissioners was “This depart- 
ment has consistently recommended to banks that collateral be 
secured wherever possible. We do not insist that collateral be 
pledged if the borrower can show a satisfactory financial state- 
ment.” The reasons offered for favoring secured loans were great- 
er safety and liquidity, with a view to protecting depositors. The 
commissioners who denied such preference offered such reasons 
as: “‘We try to avoid paternalism.”’ “Such a policy is nearly im- 
possible in a district as extensive and diversified as ours.”” “What 
we are interested in is the sound loan and we have found from 
experience that good commercial unsecured loans to first-class 
houses are much safer and more readily collectible than so-called 
collateral loans.”’ ““The unsecured loan tends to develop the busi- 
ness of the community to greater degree than the secured loan.” 

A composite of the answers from the Federal Reserve au- 
thorities would run like this: 
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It is not the policy of this Bank to promote any particular type of loan. 
Beyond such supervision as is necessary to assure safety of depositors’ funds, 
no attempt is made to dictate to member banks how they shall employ their 
funds. Obviously a bank is in a better position adequately to serve the 
community where it has a large ratio of eligible paper acceptable for redis- 
count to meet extraordinary seasonal demands of its customers. This has 
been an influence against the growth of security loans which are ineligible. 
The preference of member banks for eligible loans is reflected in the fact 
that customer loans on stocks usually bear a higher rate than other customer 
loans, as can be verified by reference to the table of rates charged customers 
that is published regularly in the Federal Reserve Bulletin. On a few occasions 
the Bank has censured banks for their apparent lack of a sufficient volume of 
paper eligible for rediscount, when this condition was attributable to the fact 
that the management had tried to strengthen its loans by taking security. 


The final feature of the decline in the ratio of unsecured loans 
to total loans to be considered is whether the service which banks 
render to the community will not be lessened by the insistency 
upon collateral. Of course, the phrase “service to the community”’ 
is much overworked and misunderstood. The first consideration 
of bank management must be the safety of depositors’ funds and 
the second the earning of a fair dividend for stockholders and the 
building up of an adequate surplus. The country banker cannot 
entirely ignore the character element in making loans if he expects 
his bank to prosper and serve to best advantage the needs of his 
customers. There are some deserving cases in every community 
which would not be in a position to furnish chattel or other capi- 
tal security for a loan and who probably, if it were thought ex- 
pedient, might procure a good and substantial indorser. The 
acquisition of chattel mortgages or realty mortgages or local se- 
curities does not necessarily enhance the liquidity of loans 
against which they are held. Some bankers, believing that the 
best service to the community is bank stability and safety, have 
found the insistence on collateral a good device in selecting bor- 
rowers and in curtailing local borrowing which they deem is ex- 
cessive. The debacle of bank failures since 1920 warrants the con- 
clusion that local communities are best served in the long run by 
fewer loans, fewer banks, and stronger ones. 

Ray B. WESTERFIELD 








WAGE POLICIES IN DEPRESSION 


N PERIODS of business depression the question of sound 
policy with respect to wage rates constitutes one of the ma- 
jor issues. Since wages are in the aggregate three-fourths of 

of the cost of doing business, and since they affect in so immedi- 
ate a fashion the standard of living of a major part of the popula- 
tion, it is perhaps inevitable that “maintenance versus reduction” 
should be a controversial issue and that the debate should be 
characterized by vehemence and bitterness. 

It is a well-established fact that the cyclical movements of 
wage rates not only lag behind changes in other price series but 
also that the amplitude of fluctuation is markedly smaller. Al- 
though every major depression has witnessed some degree of 
reduction in wages their behavior as compared with other prices 
runs counter to the popular impression that a slash in wage rates 
is the first and principal method employed by managers seeking 
to reduce costs. The peculiar behavior of wage rates as compared 
with other price series indicates that wages are to a considerably 
less degree the resultant of strictly competitive forces and in con- 
sequence are affected to a greater degree by broader considera- 
tions of social and business policy. Moreover, a contract for the 
sale of labor does not typically specify a quantity of labor to be 
sold, price alone being stipulated, so that relatively stable wage 
rates may be accompanied by violent fluctuations in employment 
and earnings. The discharge of workers provides a considerable 
measure of relief to hard-pressed business organizations. First, 
because it conserves the assets of the concern and, second, because 
it operates indirectly to reduce unit costs since the elimination of 
the poorer workers and the fear of unemployment markedly in- 
crease the efficiency of those remaining on the pay-roll. Although 
there would doubtless be greater cyclical fluctuations in wage 
rates were contracts made in terms of earnings this peculiar fea- 
ture of labor contracts can account only in part for the lag in 
wage rates during periods of major business decline. If other fac- 
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tors in the business situation retained a measure of stability a 
cut in wage rates would effect an immediate reduction in unit 
costs and, in consequence, other reasons must be sought to ex- 
plain why business enterprises, either to restore profit margins or 
to maintain solvency, do not make more prompt and more severe 
reductions in rates of pay. Such factors may be found in (1) in- 
hibitory forces; (2) failure to correctly forecast the severity and 
duration of the depression; (3) sentimental considerations; and 
(4) theoretical convictions that cutting wages acts to postpone 
rather than advance business recovery. 

The more important inhibitory factors are trade-union opposi- 
tion, governmental interference, fear of undermining the morale 
of work forces, and the danger of public hostility. Moreover, 
most business managers sincerely desire an advancing standard 
of living for workers, and are extremely reluctant to take meas- 
ures that might result in lowering it. Failure accurately to fore- 
cast the probable length and severity of depressions and the hu- 
man tendency to optimism are further reasons for deferring action. 
Another factor of importance, particularly during the current de- 
pression, was the widely held conviction that cutting wages was 
economically unsound because of its effect on consumer purchas- 
ing power. Although it is impossible to indicate in any quantita- 
tive way the effectiveness of deterrents of the sort listed, experi- 
ence shows that they are sufficiently strong to prevent any con- 
siderable wage-cutting in minor periods of business recession and 
in major depressions would go far to account for the fact that 
employers in general do not cut wages to the extent that com- 
petitive conditions would indicate to be readily practicable. The 
disutility of labor to an unemployed person who has little or no 
prospect of employment is practically nothing so that competitive 
conditions would appear to make possible a reduction in wage 
rates at least equal to the decline in employment. The failure of 
wage rates to behave in this fashion is an index of the importance 
of such deterring factors as those listed above. Differences in the 
character of depressions, changes in institutional organization, 
social philosophy, and business cycle theory would entail shifts 
in the relative significance of these factors and thus account for 
differences in wage policy during major depressions. 
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A comparison of wage policy during the depression of 1920-22 
and the current period reveals striking elements of difference. 
The former period was characterized by a relatively prompt and 
widespread reduction in wage rates. Although the average reduc- 
tion was not severe, amounting to not more than 1o per cent, there 
was a vigorous and effective anti-union campaign and a severe 
slashing of rates in important lines of employment. In contrast, 
full eighteen months of the current recession had passed before 
the development of a widespread movement to reduce wage rates. 
True, there were numerous wage cuts during this period but with 
the exception of the particularly hard-pressed textile and building 
materials industries, wage reductions were sporadic and affected 
a relatively small proportion of workers. This period of relatively 
stable wage rates was equal in duration to the total period of 
recession in 1920-22. Early in 1931 vigorous progaganda for wage 
reduction was launched. Wage-cutting became general and the 
announcement of a wage reduction by the United States Steel 
Corporation in the early summer was the signal for a general 
onslaught. Successive wage cuts have been imposed by many 
firms and one that has not reduced rates stands out as truly ex- 
ceptional. Philosophic considerations have given way to expedi- 
ents to maintain solvency. Although action was deferred for ap- 
proximately eighteen months wages have been cut more generally 
and severely than in 1921, and the process continues. 

Although the decline in commodity prices was considerably 
less during the first eighteen months of the current depression 
than in the depression of 1921, other factors such as unemploy- 
ment, decline in production, and business failures would indicate 
at least equal business distress and consequently equal pressure 
to cut expenses and reduce unit costs by reducing wage rates. 

Many of the forces opposing wage reduction were common to 
both periods. The arguments that in fairness to workers wages 
should lag behind commodity prices on the decline in order to 
compensate for a lag during periods of rising prices; that “any 
retreat from our American philosophy of constantly increasing 
standards of living becomes a retreat into perpetual unemploy- 
ment and the acceptance of a cesspool of poverty for some large 
part of our people” (President Hoover); that wages should be 
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maintained as a pressure on business men to increase efficiency 
and liquidate other elements of cost; and, that wages should be 
maintained at the expense of dividends and surplus, were employed 
in both periods and hence were equally cogent or fallacious. The 
voice of President Hoover, however, doubtless made them more 
effective than in 1921. 

Unio membership and fighting strength were at their peak in 
1920 and the number and severity of strikes evidences strong op- 
position to wage reductions. With the exception of a few lines of 
employment, notably printing and railroad transportation, the 
onset of the present depression found trade unionism in a rela- 
tively weak condition so that little forceful opposition has been 
given to wage reduction and it is not probable that effective re- 
sistance could have been made. The actual strength of unionism 
may not, however, be a good measure of its deterrent influence. 
The widespread fear of unionism on the part of American execu- 
tives isa common source of surprise to European students to whom 
our worker organization appears quite insignificant. 

The opposition of the federal administration was a distinctive 
feature of the current depression. President Hoover, in the White 
House Conference of business leaders, pledged them as a plank in 
his stabilization program to refrain from cutting wages. Fulmina- 
tions from the executive office continued even after the President 
had started his own “economy program.” The attitude of the 
administration encouraged the opposition forces, and effectively 
deterred those business organizations operating under govern- 
mental regulation and many others sensitive to the possibilities of 
adverse opinion on the part of the administration. 

Whether employers have, as they assert, grown more “social 
minded” during the last decade may be a debatable question, 
but the expansion of industrial relations and public relations 
programs is conclusive evidence of an increased concern about 
employee and public good will. That this had a deterring effect 
on wage-cutting is attested by the practice followed by so many 
companies of cutting executive salaries as a prelude to a cut for 
the rank and file. 

The depression of 1921 was quite generally predicted in ad- 
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vance by business leaders, economists, and professional forecast- 
ers, whereas, there was almost universal failure to anticipate the 
current depression. By comparison, failure to gauge the severity 
and extent of disorganization has been equally striking. In the 
early months of the depression the conviction was general that 
the “recession” would be mild and short-lived, and only within 
the last three months has the chorus “recovery is just around the 
corner” been effectively stilled. This optimism and lack of under- 
standing is reflected also in the number of false “‘starts” that have 
occurred in this depression and the general belief in each case that 
recovery was under way. Wage-cutting did not become general 
until the continued decline in business had finally dispelled these 
illusions. In 1921, ‘back to normalcy” and “a good five-cent 
cigar’’ were generally accepted as the order of the day: an atti- 
tude of mind less resistant to wage reductions. 

In 1921 the prevailing theory of the cause of business depres- 
sions was that credit inflation had caused a maladjustment in 
the economic system which impaired profit margins and necessi- 
tated the curtailment of enterprise. As a corollary it was held 
that liquidation was necessary to restore balance and pave the 
way for recovery. Since costs of production may be reduced suf- 
ficiently to restore the necessary prospect of profit by other meth- 
ods, this theory is not specifically an argument for wage-cutting. 
It does, however, suggest, at least by implication, that favorable 
results might follow such a step. 

If one may take the expressions of business executives as evi- 
dence, the most widely accepted explanation of the current de- 
pression was that the economic system became unbalanced be- 
cause it failed to distribute sufficient purchasing power to con- 
sumers to enable them to absorb the products of industry. That 
being the case, a reduction in wages could act only to enhance and 
prolong the depression. To persons holding this theory stabiliza- 
tion as opposed to liquidation was held to be at once the sound 
and expedient procedure. 

It should be noted, in passing, that the case for a program of 
stabilization as the most effective way to recovery need not derive 
from the theory that depressions result from a lack of adequate 
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purchasing power in the hands of consumers. Persons with quite 
different theories held liquidation to be unnecessary and advo- 
cated stabilization of prices by credit manipulation. 

The formulas for stabilization presented a wide variety of pro- 
posals but in most plans the maintenance of wage rates and some 
method of credit expansion were basic features. President 
Hoover’s program called for maintenance of wage rates to be 
supported by a public works program and the maintenance of 
activity by business organizations. Although his first plan pre- 
sented in 1929 did not include credit expansion, through an- 
nouncements to the press in September, 1931, and again in his 
recent message to Congress, he has sponsored a program which in- 
cludes it. 

The points discussed above in explanation of the comparative 
tardiness of wage reduction did not operate as independent fac- 
tors. With the exception of the program advanced by President 
Hoover they are logically independent; yet they supplement and 
interact upon one another. Since decisions to cut wages are in the 
final instance made by individual business concerns these factors 
must be evaluated in terms of business strategy. Thus viewed, 
the attitude and program of the administration and the failure 
fully to appreciate the extent of economic disorganization are the 
most important of these factors. The position taken by the ad- 
ministration materially strengthened all the forces in opposition 
but was particularly important by reason of the fact that it raised 
the danger of hostile public relations to the rank of a major issue. 
Faith in the President’s stabilization program together with the 
persistent and recurring belief that recovery would not be long- 
delayed suggested and supported a Fabian policy respecting 
wages. The theory that wage reductions would postpone rather 
than advance recovery was not an important factor in determin- 
ing the policy of individual business concerns. Though widely 
held by business executives it was a talking-point for advising the 
“other fellow” rather than a basis of policy for the individual firm. 

The failure of the stabilization program to initiate recovery, 
fuller realization of the extent of economic disorganization, and 
the imminent prospect of insolvency account in major part for the 
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reversal of wage policy which developed early in 1931. In many 
individual instances, however, the maintenance of solvency was 
not an immediate issue. The objective was an increase in busi- 
ness in consequence of lower price quotations for the product. 
Now that the forces in opposition have been almost completely 
stilled, and the depression continues with no reassuring evidence 
that the decline is near an end, further reductions in wage rates 
are not only possible but highly probable. 

Is further reduction either necessary or desirable? From the 
standpoint of a business threatened with insolvency the issue is 
not debatable. However insignificant the relief that may be ob- 
tained by wage reductions, few firms so situated will fail to cut 
wages either by reason of inability or disinclination. To an indi- 
vidual enterprise the efficacy of a wage reduction to stimulate 
business turns largely upon the relative importance of wages as a 
factor in cost and the elasticity of demand for its product. The 
evidence shows a considerable number of cases in which increased 
employment has more than compensated for reduction in the 
wage rate. Since wages are nearly 50 per cent of the operating 
expenses of railroads, reduced wage rates in that industry would 
effect substantial relief, and increase employment. In the build- 
ing trades, however, where labor costs are equally important, 
wage reductions would probably have little influence on building 
activity. In this field, as in many others, the most important 
factor restricting activity is the credit situation. 

Whether wage reduction operates to advance or postpone gen- 
eral business recovery is not susceptible of proof.. Available data 
are at best inconclusive evidence on that question. Programs for 
effecting this end must rest largely upon theoretical deductions. 
Although there is reason for thinking that the wage reductions 
that have been made have contributed to a restoration of eco- 
nomic balance, it is probable that a further general reduction would 
have little if any effect in hastening recovery. Reductions in cases 
where wages are obviously out of alignment with the average 
level such as in railroad transportation and government service 
should be made but general liquidation would not appear to be 
either necessary or desirable. 
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As our economic system is organized, the volume and character 
of investment set the pace and determine the level of business 
activity. Investment declines whenever costs are such that it 
cannot be undertaken with reasonable prospect of profit. A de- 
cline in investment causes unemployment and falling prices. The 
loss of purchasing power decreases the market for consumer goods, 
and a business recession ensues, the severity of which varies di- 
rectly though not in exact proportion with the amount of decline 
in investment activity. 

The way to restore normal employment is to increase invest- 
ment. An expanding volume of investment would put both hu- 
man and property resources at work, and thereby provide the 
purchasing power necessary to absorb the increased volume of 
consumer goods that in the fullness of time would result from the 
new investment. Without new investment to increase the de- 
mand for consumer goods and services, we should go on indefi- 
nitely at something like the present level of subnormal production 
and consumption. Demand for replacement goods may increase 
activity somewhat above present levels, but it cannot bring a 
return to normal. During the past two years we have had three 
or four instances of increasing activity which were heralded as the 
beginning of recovery, but they proved to be false starts because 
they were not initiated or sustained by investment. 

Investment outlays by political organizations and non-profit 
institutions are by nature limited in scope and are attended by 
serious practical difficulties of promotion, so that for the bulk of 
investment we are dependent on private enterprise. There is no 
reason for thinking that the public works programs that may de- 
velop will serve to do more than help to sustain the present level 
of business activity. The problem, then, is how to restore pros- 
pective profit margins sufficiently to stimulate a considerable 
amount of new private investment. Profit margins may be re- 
stored by either or both: (1) liquidation of costs; (2) reduction 
of interest rates. 

With the notable exception of taxes, costs have already been 
markedly reduced in consequence of lower prices for the factors 
of production, and because of increased efficiency. Additional liq- 
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uidation by these methods would appear to be either not attain- 
able or not desirable. Because of limitations of technical knowl- 
edge and credit stringency there would appear to be no immedi- 
ate prospects for cost reduction of consequence through increased 
efficiency. Further cost reduction in consequence of lower prices 
for land, buildings, raw materials, and equipment would, in view 
of the present condition of the banking system, probably do more 
harm than good. During the past nine months banks have severe- 
ly curtailed loans in the attempt to maintain solvency. Greater 
liquidation of commodity prices would only make the banking 
situation more desperate. The same argument does not hold 
against wage reduction but, since wage reduction is at best dis- 
turbing, and since obviously the most important factor holding 
up recovery is the stringent credit situation, a further general cut 
in wage rates would appear inadvisable. The present situation 
calls for effective measures to expand bank credit. Should the 
measures for expanding credit now under consideration by Con- 
gress or other methods that may be instituted, prove effective, the 
consequent rise in prices would automatically result in a reduc- 
tion of real wages. Since steps resulting in credit expansion and 
rising prices are necessary to recovery, this is an additional reason 
for the position that a general reduction in wage rates below pres- 


ent levels would be inadvisable. 
R. W. STONE 








ECONOMIC SIGNIFICANCE OF BANK LOANS 
FOR STOCK-MARKET TRANSACTIONS 


I. BANK LOANS AND STOCK-EXCHANGE CYCLES 


ANK loans for stock-market transactions comprise all mone- 
tary means which a bank lends to its clientele for the pur- 
pose of making possible purchases and sales of securities. In 

the case of an investment in securities the bank itself bears all the 
risk of a fluctuating market; in case of a loan the risk is taken by 
the customer who also receives the profits, if any, whereas the bank 
receives only interest at the prevailing rate (report and deport, 
respectively, or the Lombard rate or call-money rate)' and usually 
minimizes the danger of loss by fixing the loan value at a certain 
fraction of the actual market price of the collateral. Their own 
holdings in stocks, including syndicate holdings, and the loans 
granted for stock-market transactions of their customers make 
up the total of money-capital which the banks at a given time 
place at the disposal of the national economy through the medium 
of the stock market. Seen from the viewpoint of commerce and 
industry and of banking policy, the differentiation between in- 
vestments in, and loans on, securities is not clear-cut in so far as 
both transactions are based upon securities. The difference, how- 
ever, is obvious as soon as the amounts which the banks place 
at the disposal of the credit market become large. From the view- 
point of the individual bank—and the same holds true for all 
the banks—small amounts of marketable securities may, as a 
rule, be considered liquid investments, easily convertible into 
ready cash. Relatively large holdings mean, at least, the danger 
that realization in case of need might be possible only at a loss. 
Consequently investment in securities on a large scale is wise and 

t TRANSLATOR’S NoTE.—Reports and deports are made in the form of a combined 
purchase and sale. Report means carry-over of a bull position; the borrower sells 
the securities to the lender for cash and simultaneously buys them back for the 


next settlement. Deport means carry-over of a bear position; the borrower buys 
the securities for cash and sells them simultaneously for the next settlement. 
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customary only when the objective is a long-term investment, 
that is, a capital-market transaction. Loans for stock-market 
transactions even on a very large scale must, as a rule, be con- 
sidered short-term money-market transactions. Correctly under- 
stood, such loans represent a short-term commitment of the bank. 
Consequently this form of financing must always be rated as 
transitory, serving either the speculative option contract (Differ- 
enzgeschift?), which provides repayment upon expiration date, 
or it must be replaced out of the purchaser’s own savings, but, 
in either case, by long-term funds. In the first mentioned case the 
loan either finances professional speculation or makes possible 
“speculation by the public.” In the second case, the loan antici- 
pates funds which will, or should, flow to the stock market at a 
later date. Its normal function, therefore, is to advance, for a 
short time, money-capital either for stock speculation or market- 
ing of securities. 

Professional stock speculation, as a rule, is financed in the form 
of “reports” or call money. With Lombard loans, however, the 
purpose of the credit is by no means disclosed by its technical 
appearance. The deposited securities might serve as collateral for 
various productive or even consumptive credits. We can speak 
of loans for stock-market transactions only in so far as the loan 
is granted for the purpose of purchases or sales of deposited or 
other securities. Fixed interest-bearing securities, as well as those 
entitled to dividends (stocks, etc.), may act as collateral for loans 
for stock-market transactions. The volume of these loans usually 
fluctuates with the volume of speculation in the respective issues, 
that is, with the price and the turnover. This is especially true 
with regard to the various phases of the business cycle. If and to 
what extent this relationship is influenced by long-term trends in 
the course of the business cycle has not yet been closely investi- 
gated; it would be difficult to elucidate, because the available 
statistical data over longer periods are hardly comparable. It is 
an established fact, however, that over shorter periods a rising 

2 TRANSLATOR’S NoTE.—Speculation in differences; the contract usually contains 


a clause stating that the aim of the transaction is the difference in prices at various 
dates. Forbidden on the floor of the New York Stock Exchange. 
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market means a growing demand and a depressed stock market 
a falling demand for loans for stock-market transactions. 

For pure stock-exchange credits which are, in the main, secured 
by stocks this can be proved empirically. For Lombard loans, 
however, the statistical verification is made difficult because the 
volume of the deposited securities, especially of bonds bearing 
fixed interest, increases under certain circumstances during the 
depression, for reasons not related to stock speculation. Table 
I is incomplete for Germany in so far as Lombard loans to 
speculators may in some part have been entered as “Debito- 
ren’? and consequently may have been omitted. The American 
loans on securities (Lombard loans), on the other hand, include 
other financing which increases during the depression—for ex- 
ample, as a result of the intervention of the banks to support a 
falling market. The ‘brokers’ loans” on the New York Stock 
Exchange record only loans to members of the exchange; but 
during the last “boom,” especially, other firms (bond houses) 
took up such loans in order to trade in stocks or to float new issues 
(Table I). 

Table I demonstrates that the volume of stock-exchange money 
in New York increased almost uninterruptedly during the pros- 
perity period, following 1922, to reach the culmination by the end 
of September, 1929, immediately before the crash. Equally char- 
acteristic is the continuous decrease during the depression which 
can be attributed only in part to a reduction of the so-called 
bankers’ balances (cash balances of country banks) in New York. 
Foreign short-term credits have also been withdrawn only tem- 
porarily from the American money market. The explanation lies, 
therefore, not so much in a decreased supply, but rather in a de- 
creased demand resulting from a discouraged speculative spirit 
as well as from the decline of stock prices upon which lending is 
based. The percentage fluctuations in Germany are less pro- 
nounced, but they show the same trend: strongest demand for 
bank loans for stock-market transactions at the culmination of 
the stock speculation cycle, early in April, 1927, and since then 

3 Overdrafts, on the Continent a much more common form of borrowing than in 
the United States. 
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a continuous fall, with minor interruptions related to temporary 
rises in prices and turnover of stocks. The increased demand for 
loans for stock-market transactions during the boom finds its ex- 


TABLE I 


VoLUME OF LOANS ON STOCK EXCHANGE COLLATERAL IN 
AMERICAN AND GERMAN BANKS, 1926-31 














- - .. [Reports & Lom- 
| Brokers’ Loans {Loans on Securi- bard Loans Ac- 
TV Gtk ties of Ameri- 
D N.Y Stock ey es credited to 
ae Exchange in can Memect | Statements* of 
| xe cee | Banks in Mil- econ oh 
| Million Dollars | lion Dolls German Banks 
j “on Momars | in Million RM. 
1926 
End of February 270 
End of June 2926 5693 462 
End of October 861 
End of December 3293 5771 1054 
1927 
End of February 1247 
End of April 1227 
End of June 3569 6220 878 
End of October 796 
End of December 4433 6676 806 
1928 
End of June 4808 6962 1053 
End of December 6440 7198 1035 
1929 
End of June 7071 7332 969 
End of September 8549 7654 Q50 
End of October 6109 8098 822 
(crisis in USA) 
End of December 3990 7968 796 
1930 
End of April 798 
End of June 3728 8284 756 
End of August 645 
End of December 1893 7774 512 
1931 
End of March 1909 7349 550 














* Banks subject to bi-monthly report, since 1928 to monthly report. 


pression, of course, in higher or rising prices for these loans; dur- 
ing the slump the opposite picture is presented. In the last New 
York boom call-money rates rose occasionally as high as 20 per 
cent, often to 12 and 14 per cent; the crisis of 1907 brought quite 
exorbitant rates. These extraordinary advances in interest rates 
were by no means coincident with a rise of the other rates of the 
money market but, on the contrary, greatly preceded them. The 
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depression on the stock exchange is characterized by low rates for 
credits which usually coincide with low money-market rates in 
general. 


II. DOES SPECULATION ENCROACH ON THE CAPITAL MARKET? 


We have seen that stock speculation causes a demand for loans 
for stock-market transactions which fluctuates according to trad- 
ing volume and stock prices. From this fact arises the question, 
if and to what extent the demand for stock-market loans amounts 
to a diversion of capital from other functions. Are the banks with 
an increasing volume of such loans, ceteris paribus, less prepared 
to satisfy other credit demands, and vice versa, are banks with a 
decreasing volume in a better position to meet their diverse obli- 
gations? Capital, in this discussion of speculators’ demand for 
capital, should be understood to be “‘money-capital,”’ i.e., money 
and its equivalents, which represent buying-power and are offered 
or might be offered on the money market as available for invest- 
ment. 

Of late the question has become an issue of major practical 
importance due to the extraordinary volume to which stock- 
market credits were inflated during the boom. Even during the 
height of the speculative bull market of 1920-21 brokers’ loans 
in New York amounted to hardly more than one and a half billion 
dollars, which is less than at any other time since 1924. Was not 
the inflation of credit the very reason for the impetuous booming 
of stocks over a period of years? More importance is added to 
this question because it is associated with the further problem of 
whether, and to what extent, this granting of stock-market loans 
influenced the money-market rates and thereby the utilization of 
the resources of the money market. The practical importance of 
this question was particularly stressed in view of the attitude the 
central banks of issue took toward the specific stock-exchange 
credits. When the large Beriin banks, led by the Reichsbank, 
gave public notice May 13, 1927, of the restriction of credit for 
“reports,” an impassioned discussion of the foregoing question 
began in Germany. A similar dispute arose in the United States 
though it was the reluctance of the Federal Reserve Board to 
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yield to political or other pressure in favor of restrictions rather 
than its actual policy which gave rise to the argument. For these 
reasons the question assumed an actuality which credit problems 
probably never enjoyed in a pre-war discussion. In the pre-war 
literature, as a result of research, it was taken as an incontestable 
fact that the stock-exchange cycle must be considered as an inte- 
gral part of the business cycle as a whole and as a phenomenon 
of first order within the cycle. In banking policy, its importance 
was admitted, as is shown by the fact that it was the consensus 
of theory and practice of central banks that a possible interven- 
tion on the credit market for the purpose of balancing and 
smoothing cyclical fluctuations should be guided by the develop- 
ment of the stock exchange. 

It was after the war that a stock-exchange cycle, apparently 
deviating from the business cycle, appeared. These deviations 
were not unknown before the war, but were not so marked. 
It is well known that the stock-exchange boom in the United 
States over a period of several years, until 1929, was associated 
with a relatively stable general price level. Various theories were 
advanced to account for this discrepancy. The same disparity 
occurred to a lesser extent in Germany. From this apparent sepa- 
ration of the stock-exchange cycle from the business cycle origi- 
nated the contention that stock-exchange speculation requires no 
capital at all. Supposedly speculation does not encroach on capi- 
tal during the boom, nor does it set capital free during the slump. 
In recent years this unusually interesting doctrine has been widely 
accepted, especially in money-market theory. Two important va- 
riants have developed which offer different arguments for the 
support of the same economic policy. 

a) In opposing the restrictive measures of banks toward the 
stock exchange on “black Friday,’ it was the main contention, 
in Germany as well as in the United States, that such intervention 
was unnecessary because the stock exchange as such does not 
absorb capital. Gustav Cassel, Albert Hahn, J. R. Commons, and 
others who hold this opinion base it upon the following argument. 
When a person receives a loan and buys securities with the pro- 
ceeds, delivery of these securities must be made to him by the 
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seller; thus the money flows finally to the issuer, that is, to the 
commercial or industrial enterprise whose stocks and bonds find 
a market through this medium. Consequently, loans for stock- 
market transactions mean merely financing of production in a 
roundabout way, except for the relatively small amounts which 
the sellers of securities actually use for consumption instead of 
productive investment, and which, of course, also enter the eco- 
nomic circulation. Intervention against stock-exchange credits, 
therefore, is useless and superfluous; useless—because the purpose 
of the intervention, i.e., to stop the absorption of capital, other- 
wise available for economic uses, is merely a blow in the air—and 
superfluous—because excessive financing through this channel can 
be checked by other methods, particularly by a raise of the margin 
requirement. The validity of this thesis is somewhat modified by 
referring to commodity prices. Only when commodity prices rise 
have we evidence that an inflation has taken place; and after all, 
it is contended, the inflation of stock prices is of no practical im- 
portance. 

b) With this argument there is often associated another, which 
has played a dominant réle especially in the American discussion 
of the problem and which has been supported in detail by J. H. 
Rogers.* According to Professor Rogers the stock-exchange is 
able to absorb in part the money which is placed at the disposal 
of speculation. But the amounts are from a practical point of 
view, a “quantité négligeable.’”’ For the velocity of circulation of 
brokers’ deposits arising out of bank loans is so enormous, that, 
though they appear as large nominal figures, the banks are able, 
with very small amounts, to take care of the payments actually 
required. Consequently the strain upon them and their need for 
liquid funds is negligible even when the volume of brokers’ loans 
is very large. Brokers’ loans, therefore, have an exceptional 
standing among bank loans. While in the case of any other bank 
loan the credit item created must necessarily be offset by a 
debit item—the debtor may leave the money with the bank, de- 
posit it with another bank, or transfer it to another account—it 

4 J. H. Rogers, Speculation and the Money Market. Columbia, Mo.: Lucas Broth- 


ers, 1927. 
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is claimed to be different with brokers’ loans. Here a credit entry 
is supposedly not followed immediately by a debit entry because 
the recipient of the loan purchases securities and settles with the 
seller, who on his part purchases with the proceeds of the sale 
from a third party, etc. Thus each buyer is always met by a seller, 
and the amounts receivable and the amounts payable of each 
party always balance. For this reason brokers’ loans do not create 
currency deposits of considerable size and the banks need only 
small reserves behind such loans. 

This reasoning is based upon a computation of the frequency 
with which deposits arising out of brokers’ loans can be used for 
payments on the stock market. It is assumed that the speculator 
turns over his loan or the proceeds of a security sale at least once 
during a stock-clearing day; in addition there must be considered 
the technical facilities on the New York Stock Exchange, which 
aid the clearing and mean an extraordinary saving in currency. 
In this way Professor Rogers figures that the so-called velocity 
of circulation of currency deposits used in the transfer of stock- 
exchange securities in New York is approximately 1,200 to 1,600 
a year, that is a daily turnover of from five to seven. A volume of 
brokers’ loans of 8.5 billion dollars in October, 1929, therefore, 
needed really only a small fraction of this total in order to effect 
the actual payments for a daily average trade of 16 million shares. 
Approximately 200 million dollars would then be sufficient to 
carry a speculation of a nominal value of 8.5 billion dollars. These 
200 million dollars represent the balance in currency deposits re- 
quired for a daily clearing volume of nearly 1.5 billion dollars 
(16 million shares at an average price of go dollars each). A mere 
200 million dollars financed the greatest stock speculation of all 
times! The funds of which the money market were drained play, 
considering its size (nearly 60 billion dollars in deposits!), a prac- 
tically negligible réle. 


Ill. THE SIGNIFICANCE OF STOCK-MARKET LOANS FOR THE 
CREDIT MARKET AND THE CAPITAL SUPPLY 


The two theories offer different arguments but have the same 
aim: to prove that the policy of the central bank should not inter- 








36 THE JOURNAL OF BUSINESS 


fere with stock-market speculation because speculation does not 
encroach on the capital market. Both theories are often com- 
bined. However, the German-speaking world prefers the first, 
whereas in America, the second prevails. According to both theo- 
ries, which supplement each other, bank loans for stock-market 
transactions on a large or small scale cause no material shifting 
of the supply on the credit market and, as a result, no fundamen- 
tal change in the capital supply for commerce and industry. The 
only difference is, according to the one argument, that such loans 
lead the credit supply to its destination in a roundabout way; 
according to the other argument, the stock exchange does not 
absorb capital at all. 

The facts will have to be developed as follows: 

a) The opinion that the stock exchange absorbs no capital at 
all, and that, on the contrary, all loans are conveyed to business 
in general, is, first of all, the result of mistaking short-term for 
long-term relationships. Seeing it as a long-term operation justi- 
fies the assumption that ultimately somebody who has sold securi- 
ties in order to invest the proceeds productively or to cover con- 
sumptive expenses will get the benefit of the loan. It is, however, 
a question of the length of the time interval during which the 
money-capital wanders from hand to hand, always being used 
by the last seller to purchase other securities. In fact this “short 
interval” may be very long. It is very possible that all, or by far 
the great majority, of loans “rotate” in this manner without 
leaving the speculative market while the boom lasts, so long as 
to bring about an actual absorption of money-capital through the 
stock exchange. To contest this fact is not only to confuse short- 
term with long-term effects but also to overlook quantitative dif- 
ferences. For the fact that a greater or smaller part of the loans 
flows into production obviously does not preclude that a consider- 
able part remz'ns on the stock exchange, and, therefore, is not 
available for other financing purposes. The ratio of the loans 
which, within a short time, flow from the stock exchange to com- 
merce and industry to those which remain on the stock exchange 
and go from hand to hand depends on various factors. In any 
case we must distinguish between the effects of funds which ac- 
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tually rotate and serve speculation and those which become avail- 
able for productive and consumptive purposes by means of stock- 
exchange credits. 

b) Furthermore, it is a question whether this diversion of stock- 
exchange credits on securities is, after all, desirable from a general 
economic viewpoint. As far as they are directed into consump- 
tive channels it might mean a diminution of capital for produc- 
tive purposes. In a boom period it is often naively assumed when 
production itself (e.g., industry, railroads, etc.) is financed directly 
or indirectly through bank loans for stock-market transactions, 
that merely a change in the technical form of such loans has taken 
place. It is assumed that there has been a financing of securities 
instead of commodities and trade by commercial loans. But what 
has happened is a fundamental shifting in the utilization of capi- 
tal. The normal bank credit is of short maturity and furnishes 
funds for the movement of goods, or at most, for the production 
process. Issues of securities, however, provide the money-capital 
needed for long-term investment. The process which we have in 
mind here has a fourfold effect. First, short-term credit is used 
for long-term investment. This involves the danger of insolvency 
for the lending bank in an acute crisis when a sudden fall of 
stock prices narrows the margins and forces the banks either to 
liquidate at a loss or to do nothing, which means to “hold on.” 
Second, the rise of stock prices, especially over a longer period, or 
if it continues with short interruptions, excites the gambling in- 
stinct and leads the savings of the “public at large” (comprising 
large parts of the middle class and labor) to investments in specu- 
lative stocks: an undesirable phenomenon from many angles be- 
cause it is accompanied by grave social consequences. Third, the 
same stock boom means a decline of the percentage yield of divi- 
dends. This, as well as the more liberal credit supply in general, 
proves to be a strong incentive for long-term investment which 
may not have been made were access to the capital market more 
difficult. In any case, the investment would certainly have been 
tested and more carefully made. This, then, is the source of 
faulty investments in boom periods which cannot be attributed 
simply to stock exchange credits but which would not have been 
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possible to such an extent without this mode of financing. Crisis 
and depression bring the consequences of this system into the 
limelight. Fourth, the effects are intensified by a credit inflation 
with which it is ordinarily associated. High rates for “reports” 
and Lombard loans (misapplication of capital) bring about some 
increase in loans from other reservoirs of the money market but 
the larger part of the increased credit supply originates in the 
form of new loans on securities which the banks are ready to 
give as a consequence of the boom optimism. Like each inflation 
this surplus credit causes the misleading conception of a growing 
rate of savings and of expanding investments while in reality it 
leads to a growing insolvency of the entire credit system. 

c) The diversion of loans for stock-market transactions to com- 
merce and industry signifies from a practical point of view that 
(1) part of the funds enter the circulation in cash form (tempo- 
rarily or permanently); the greater portion appears as deposits, 
either (2) with the same bank or (3) with other banks, while (4) 
some may be diverted to foreign countries. In each case the 
liquidity of the assets of the banks is reduced and consequently 
their preparedness for further extension of credit, if the liquidity 
is to be kept unchanged. This is readily perceived in cases 1 and 
4, where diversion of currency occurs. The reduction in liquidity 
becomes more and more serious as the financial status of the bank 
becomes more strained. In cases 2 and 3, the loans, to be sure, 
flow back to the banks in the form of deposits, but now they make 
for a credit capacity, which is that much smaller than the original 
loan as currency reserves have to be kept behind such deposits. 
In case 3, furthermore, the transfer of the deposit from one ac- 
count to another is connected with a loss of time. Often the debit 
entries on one account reduce the bank’s credit capacity before 
the credit given on another account has led to a corresponding 
increase in deposits. 

The effect of bank loans for stock-market transactions which 
flow into business in general, are, therefore, fundamentally the 
same as those of other loans. The fact that an increasing volume 
of call money is often, though not always, accompanied by an in- 
crease of the interest rate demonstrates clearly that, as a rule, a 
considerable, or even the major, part of these loans are used by 
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the final recipients (that is, by the sellers of the securities) for 
purposes other than the repurchase of securities and are thus with- 
drawn from the money market for a shorter or longer period. 
It would be inconceivable that the rates for “reports” and call 
money should rise and fall with the cyclical fluctuations. A loan 
which is created by merely crediting an account ought to be had 
free of charge or at a continuously low and steady rate if the 
creditor does not bear any risk thereby and does not give some- 
thing which he may need elsewhere! The mere fact that forced 
financing of securities results in rising money rates—so far as they 
are not compensated by other factors such as increased capital 
supply from abroad, inflation, etc.—proves that in this case the 
credit supply actually available on the market has been taken up 
entirely. The fact, as already indicated, that in most instances 
only a change of account, a transferring of the credit from one 
account to another, from one bank to another, is concerned, does 
not change this conclusion. The same holds true, for example, 
for credits on commercial accounts current, and nobody doubts 
that they require capital. 

d) But what about the credits which remain on the stock ex- 
change? In part they are nothing but the creation of currency 
deposits for clearing purposes, which have an enormous velocity 
of circulation. They are able to support a very large turnover on 
a small basis. That means that the banks are burdened with the 
maintenance of very small additional reserves (in relation to 
nominal volume of credits and turnover). In Germany the term 
settlement in securities according to the stock-exchange regula- 
tions rests upon the small basis of currency balances to be kept at 
the “Liquidationskassen”’ (settlement departments). On the Ber- 
lin stock exchange even the large banks‘ need to maintain a cur- 
rency deposit of only 250,000 marks; the required margin may, 
moreover, consist of securities. On the whole, and in nominal 
value, it amounts to from 10 to 15 per cent of the actual total com- 
mitment.® The “drain of capital,’ therefore, through granting 


5 TRANSLATOR’S NoTE.—Practically those banks which are organized in the Berlin 
“‘Stempelvereinigung.” 

6 The transactions on the Paris Stock Exchange are also carried on a relatively 
small deposit paid up by the members. On the Parquet the deposit required from 
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report loans for the term settlement ought to be very slight. 
However it should be kept in mind that this system serves only 
the business of the members of the “Liquidationskasse” which, 
in turn, provides facilities for deals in futures only. If, for example, 
the lending bank is obliged at the end of the month to buy 
securities outside the circle of the participants in the liquidation 
process, then simultaneous settlement does not necessarily take 
place. The transfer of the credit balance from the account of 
customer X of Bank A to the account of customer Y of Bank B 
does not occur instantaneously. The time interval, short as it 
may be, makes deposits on one account temporarily disappear, 
thus reducing the credit capacity without immediate compensa- 
tion on another account; it creates deposits which encroach in the 
customary way on the liquid reserves of the bank (cf. the fore- 
going, under c). Cash transactions produce similar results. How- 
ever it must be added that the mode of financing such transac- 
tions is the Lombard loan (loan on securities), a procedure which, 
as a rule, requires cash margins. These may very soon flow back, 
which means they may be loaned out again. The expansion of 
credit through this channel is limited. A multiple of the margin 
is fixed as a “‘line of credit’’ for the security purchase but the lend- 
ing bank has to make payments of about this amount, if the secu- 
rities are not taken from own holdings—an exception only with 
regard to chronological sequence. The payment to the seller al- 
ways creates a credit balance which must be backed up by a cor- 
responding part of the liquid reserves of the bank because it may 
be withdrawn at any time. To be sure, the seller of securities may 
(theoretically) use this credit balance for an immediate repur- 
chase, but outside the stock-exchange membership it is very im- 
probable that this happens on the same day. Consequently, as in 
the case of other credits, the proceeds of Lombard loans appear 
practically in their entirety as deposits. If these deposits are not 
withdrawn for productive or consumptive purposes, they stay 


the brokers is 250,000 frs., which, however, in case of especially high commitments 
may be subject to an increase. The dealers of the Coulisse are held by the syndicate 
to furnish margin a few days prior to the term settlement. At present it amounts 
to about 300,000 frs. Cf. Nauck, E. ‘Die Pariser Borse und ihre Geschifte,” Berlin- 
Wien, 1931. 
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mostly with the bank for a certain time, to be used sooner or 
later for new purchases of securities. This increased “velocity of 
circulation,’ as compared with that of normal deposits, permits a 
higher degree of efficiency, for payment purposes: if the volume 
of bank loans for stock-market transactions grows, the increase 
can be compensated by a simultaneous acceleration of the veloc- 
ity. However this compensation does not necessarily take place. 
It may be expected only in the case of a very considerable rise 
in stock prices, and for technical reasons it cannot go very far. 

What is fundamentally true for the European markets holds 
also for the credit market of the United States. The “day loans’”’ 
on the New York Stock Exchange perform in the “Stock Clearing 
Corporation” the same settlement function which is assigned to 
the currency deposits in the “Liquidationskasse”’ for the German 
term-settlement. Due to the perfect settlement system the grant- 
ing of unsecured day loans to stock brokers and the organization 
of the New York Stock Exchange making day loans partly un- 
necessary, they perform their task by tying up possibly still less 
cash reserves. The velocity of circulation and elasticity of these 
reserves is so high that, theoretically, any volume of trade could 
be handled on the same reserves. In practice, however—during 
the boom—there is not necessarily a bear for each bull. The pur- 
chase of securities by the public, on the other hand, creates credit 
balances of the broker and therefore with the bank, which in the 
United States are subject to the rules for legal reserves. The 
same must be said regarding loans on securities (Lombard loans) 
which are often used by the banks as a means of financing long- 
term speculation which does not at all or at least not directly use 
the services of the broker. 

Each increase in loans for stock-market transactions which goes 
hand in hand with an increased turnover of securities will, there- 
fore, provide new funds partly for economic activities in general, 
partly for stock speculation. In the first case it encroaches on the 
credit market fundamentally in the same way as any other credit 
demand. In the second case the same thing happens but to a 
smaller extent, due to the more rapid turnover. Conversely, the 
meaning of liquidation of speculation credits during a depression 
is that stock-market loans should decrease provided the diversion 
during the preceding boom has not been too great. 
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IV. SPECULATION CREDITS AND BANKING POLICY 


Objections are made against bank loans for stock-market trans- 
actions only where the purpose is to fight speculation as such. 
Banking theory and practice today agree that only the volume 
of the speculation or the underlying credits, respectively, are the 
subject of discussion, and not the question whether speculation 
should be tolerated or not. It is the credit expansion during the 
boom which raises the question: Is it desirable? If not, what 
steps can be taken to regulate it? 

The answer to the first question has been given in the foregoing. 
The excessive expansion of credit in favor of the stock market 
makes the boom possible which leads to misapplication of capi- 
tal with its consequences. This is also true for the functioning of 
credits which rotate in the hands of speculators. They are much 
more liable to produce sharp rises in stock prices because their 
high velocity permits an extraordinarily efficient utilization. This 
fact, by the way, offers an explanation for a possible “‘dispropor- 
tionality” between business cycle and stock-market cycle. The 
funds circulating at the stock exchange may, if the market is in 
the proper mood, produce a continuous trading at advancing 
prices which may even lose contact with a boom on the commod- 
ity markets and degenerate into fantastic speculation. 

This development always adjusts itself automatically (in the 
long run) during the recession of the business cycle. Banking pol- 
icy, however, must try to make the effects of the recession less 
harmful, if not to eliminate them entirely, by “putting on the 
brakes” in time, which means intervention during the boom. To 
be sure, this is an extremely difficult task for a single bank be- 
cause its private economic interests benefit to a great extent by 
the speculation. As stock prices and interest rates rise, this type 
of business offers an apparently risk-free and profitable invest- 
ment possibility which is particularly suited for deposit banks 
because the enlarged market seems to secure the calling in of 
loans at any time. When the banks are engaged in the security 
trade on commission and also in the floating of new issues, they 
are all the more vitally interested in the price level and turnover 
of stocks, which always rise and fall in parallel movement, with 
the temporary exception of an acute crisis. Above all, however, 
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the policy of a single bank is of no practical consequence in the 
face of the activities of its competitors. The New York banks, 
moreover, are under a certain pressure caused by the bankers’ 
deposits whose influx is especially abundant during the boom. 
These funds can hardly find short-term employment anywhere 
else than on the call-money market.’ 

Regulative intervention, therefore, can be expected to come 
only from central banks of issue or from a co-operation of leading 
banks. 

The checking of the speculative credit expansion may essen- 
tially follow two courses: to make credit facilities more expensive 
and (or) to restrict them. Both methods are applied automati- 
cally, which means without any intervention dictated by econom- 
ic policy. On the one hand, increasing demand for capital, if not 
compensated by other factors, results naturally in an advance 
in the price for it (cf. the foregoing). On the other hand, when 
stock prices are rising rapidly the risk of the lending bank in- 
creases and, consequently, it will be inclined to ask for higher 
margins which in turn will force a certain restraint upon specula- 
tion. However, both methods, as a rule, become effective with 
a considerable lag; whereas the problem is to put the brakes on 
in time. Both methods cannot very well prevent speculation from 
causing an abnormal height of stock prices which leads to large 
scale investment failures and insolvency. It was believed that 
the automatic rise in interest rates is an adequate remedy to check 
speculation, but past and recent experiences, especially the thor- 
ough statistical analysis of American sources by Owens and 
Hardy, have proved that the demand for speculation is very in- 
elastic (nearly zero). Even an extraordinarily sharp advance in 
interest rates cannot check speculation in the atmosphere of the 
boom. in the majority of cases an increased volume of trading 
on the stock exchange is associated with higher interest rates and, 
vice versa, lower interest rates with a smaller turnover. This is 
easy to understand if one considers that even a modest (short- 


7 This inflow to New York during the boom prior to October, 1929, and the 
prompt withdrawal to the country after the crisis of 1929, and in general the high 
correlation between brokers’ loans and bankers’ balances of the New York banks 
confirm the thesis that the stock exchange absorbs capital. Cf. C. B. Hoover, “Brok- 
ers’ Loans and Bank Deposits,” Journal of Political Economy, XXXVII, 713 ff. 
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term) gain in the prices of stocks may amount to a multiple of the 
interest rate (figured for the same period), and that the increase 
in interest rate on the market for stock-exchange credits (call- 
money market) attracts funds from other reservoirs of the money 
market. 

Consequently, measures of discount policy on the part of the 
central bank have only a limited influence upon the financing of 
stock-exchange transactions. On the other hand, this influence 
is largely dependent on the authority the central bank is enjoying 
on the money market. The greater this authority the more ready 
are the credit banks to co-operate with the central institution, 
and the more successful will be the operation of the “discount 
screw.” However, the policy of the bank of issue affects, if at all, 
the money market as a whole. Here the question is confined to 
the problem of influencing the special territory of loans for stock- 
market transactions. It is a relatively new feature that banking 
policy became systematically active in this direction. The task 
of a discriminatory intervention on the money market, trying 
to check speculation and not to affect, at the same time, the other 
reservoirs of the market, meets with considerable difficulty. It is 
even questionable whether this double goal can ever be attained. 
Sooner or later it will become evident that such emergency meas- 
ures either cannot be enforced or, at length, prove to be injurious 
to other financing activities. It is a natural consequence of the 
homogeneous structure of the organized credit market that gen- 
eral measures, if effective at all and over longer periods, influence 
the other reservoirs of the market also. 

An interesting example of a systematic intervention policy on 
the part of the central bank against excessive stock-market specu- 
lation was offered in Belgium in 1928. Since the currency stabili- 
zation in October, 1926, a violent booming of stocks took place 
which lured the small investor to the stock market. The warnings 
of the Belgium National Bank at its general meeting (February, 
1928) were of no avail. The policy of the central bank in lowering 
the bank rate gradually from 7 to 4 per cent while leaving the rate 
for Lombard loans at 6 per cent met with little success, although 
the financing of speculation was based to a large extent upon the 
raising of credit by depositing national bonds with the central 
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bank. Beginning in 1928, the boom was followed by a crash for 
which the central bank, owing to its indirect influence upon the 
stock market, bears the responsibility. For as depository of public 
and semipublic funds of the country and through investing these 
funds in foreign exchange, the bank was in a position to cause, 
though only temporarily, a considerable stringency on the domes- 
tic money market which resulted in the crash of the stock specu- 
lation. The decisive weapon was here the foreign-exchange pol- 
icy. It enabled the bank to restrict the credit temporarily on the 
domestic market even in association with a lowering of the dis- 
count rate. 

One year earlier, the boom which started in 1926 in Germany 
had led to quite an exorbitant increase in stock prices and thereby 
to a corresponding demand for loans for stock-market transac- 
tions. The Reichsbank was of the opinion, as it emphasized in its 
annual report for 1927, that this situation could not be met by 
an advance of the discount rate. Instead, it made the banks, 
which are organized in the Berlin ““Stempelvereinigung”’ adopt the 
resolution to cut down all “reports” on the Berlin Stock Exchange 
by 25 per cent. On May 13, 1927, the banks advised their custo- 
mers owing “report” money that the curtailment of the credits 
would take place until the middle of June and that they would 
reserve the right of a further curtailment. The result was a panic 
on the stock exchange on that very day with numerous liquida- 
tions of bull positions, a result which, it seemed, went beyond 
the original intentions. The restriction of stock-exchange credits 
initiated by this measure became effective at once because it was 
a technical impossibility to substitute something else for the 
“report” credits immediately. 

The same problem claimed the attention of the American Fed- 
eral Reserve System after the war. The unique relationship be- 
tween banks of issue and member banks gave to the problem a 
character somewhat different from the European. In the United 
States it was mainly a question of whether the bank of issue is in 
a position to prevent the member bank from using, for the financ- 
ing of stock speculation, the funds which the Federal Reserve 
Bank places at their disposal. During the boom of 1920 the Fed- 
eral Reserve Board had already warned against stock speculation 
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and tried to enlist the co-operation of the leading bankers of the 
country for this purpose. All efforts in this direction were futile, 
especially since the discount rate was kept low because national 
loans were being floated. However, the publications of the Fed- 
eral Reserve Board continued to advocate the theory that loans 
by the bank of issue were not permitted to be used for speculative 
purposes, although, for example, Governor Strong of the Federal 
Reserve Bank of New York stressed in time the difficulties of 
control pertaining to the utilization of the credits by the member 
banks.’ In interpreting this theory the Federal Reserve System 
tried to apply discriminatory methods against excessive loans for 
stock-market transactions. This includes, for example, the tem- 
porary practice of charging different rates for different types of 
discount paper. It also includes the unsuccessful prohibitory or- 
der not to rediscount in favor of member banks which open credits 
to non-member banks. Furthermore, there must be mentioned 
in this connection the differentiation between “eligibility” and 
“goodness” of discount paper, that is, the attempt at qualitative 
selection: not everything which is “eligible” according to the 
law would be considered “good.” With the speculation fever pro- 
gressing after 1925 the Reserve banks went still farther in com- 
pelling the member banks, which were indebted to the bank of 
issue and at the same time showed large loans for stock-market 
transactions outstanding, to liquidate part of their security hold- 
ings and to repay the loans to the bank of issue. All these methods 
proved to be futile. The same must be said of warnings against 
stock speculation with simultaneous lowering of the discount rate, 
and of a raising of the discount rate with a simultaneous lowering 
of the bid price for acceptances (1929). The experience with 
methods of the Reserve banks during the last boom demonstrates 
that discriminatory intervention on the market for stock- 
exchange credits promises success only under particularly favor- 
able circumstances. It becomes useless if it is associated with an 


attempt to keep the rest of the money market liquid. 
M. PALYI 


8 B. Strong, Interpretation of Federal Reserve Policy. New York, 1930. 








THE FEDERAL COURTS AND ORGANIZED LABOR 
Ill. SINCE THE CLAYTON ACT 


URING the period 1893-1914, union labor had become 
dissatisfied with the statutory and common law as ap- 
plied by the courts of the United States to labor dis- 

putes. The action for damages and the use of the government in- 
junction under the terms of the Sherman Act,’ the injunction 
upon common law grounds and upon private petition, and the 
denial of jury trials in the contempt cases were the focal points of 
a great deal of discussion? and of much pressure brought to bear 
upon Congress for amendment of the law. After struggling with 
the problem during twenty years, Congress included in the Clay- 
ton Act of 1914 certain provisions which represented its attempt 
to answer the cry of labor for relief from the pressure of the laws 
of the United States. It is the purpose of this paper and of some 
succeeding papers to take some notice of all of the reported 
decisions of the federal courts after the adoption of the Clayton 
Act. An attempt will be made to discover in what respects the 
Act influenced the courts and affected the law, and in what 
respects the Act, as interpreted and applied by the courts, did not 
at all affect the existing state of the law. We shall also be able to 
note some developments of the common law of the federal courts, 
quite apart from the anti-trust laws. The accompanying classi- 
fication of the reported decisions indicates that by far the smaller 
portion of the decisions showed effects of the Clayton Act, while 
a comparison with the statement made in an earlier article indi- 

* No criminal proceeding had been brought under the Sherman Act during this 
period, so far as the reports disclose. 

2 The literature of the labor press and of the public press during this period has 
never, so far as I am aware, been examined with reference to its bearing upon 
labor’s attitude or the public’s attitude toward the state of federal law. An ex- 
haustive bibliography is about completed, however; and it is hoped that within a 
comparatively short time a full discussion of the literature can be made the subject 
of an article in this series. 

3 Journal of Business, III, 342. 
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cates that there were many more private petitions for injunctions 
after the passage of the Act than there were before. Part of this 
effect is due to the fact that the Act provided that injunctions 
might be issued upon the petition of private parties who could 


REPORTED DECISIONS OF THE FEDERAL 
COURTS, 1914-31* 


Cases Decisions 
Criminal cases: 
Under Sherman Act................. 9 II 
Other statutes of United States....... 1 I 
Actions for damages: 
dior Sherman Act................. 28 8 
ares I I 
Dy eae snk knie se aecnkenset ten 3 3 
Injunctions: 
At petition of government........... I 2 
At petition of private parties: 
Under anti-trust laws............. 20 39 
Common law and others........... 45 64 


(Interpretation of Clayton Act in 25 
of these 45 cases) 
Contempt of injunctions............... 23 32 
Internal control of unions (some were in- 


junctions, some were jurisdictional)... 5 5 
mente statubes............ ; 3 4 
Procedure and jurisdiction... . 12 16 

OT ER eer een 186 


* The classifications used here are subject to the limitations indicated 
in Journal of Business, I11, 342 n. It is further to be noted that the reported 
decisions do not, by any means, show all of the activities of the federal 
courts. At some later time, according to present plans, will appear a discus- 
sion of as many as are available of the unreported decisions. 

It is to be noted, further, that there is no classification of appeals in this 
table. Most of the cases in this period are not reported from original trial, 
but only upon appeal. 

The table includes all reported cases to the end of Volume 50 of the 
Supreme Court Reporter (July, 1931), and to the end of Volume 51 of the 
Federal Reporter, Second Series (October, 1931). 


show violation of the anti-trust laws.‘ It is not improbable, too, 
that the Clayton Act served to call the availability of the federal 
courts to the attention of many litigants, so that the effect of the 
Clayton Act was the very reverse of what was supposed at first 

4 This, it will be recalled, could not be done under the Sherman Act, prior to the 


Clayton Act. Journal of Business, III, 211 and 445. 
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to have been done. But of that matter the reader may judge for 
himself when the material of the decisions has been examined. 

Following the general plan, with some variations of detail, the 
decisions will be discussed in the following order: (a) the criminal 
cases, (b) cases involving the validity of state statutes affecting 
organized labor, (c) actions for damages, (d) government in- 
junctions, (e) private petitions for injunctions, (f) the contempt 
cases, and (g) some miscellaneous matters. 


A. THE CRIMINAL CASES 


It will be recalled that all crimes against the United States are 
violations of some statute of the United States: there are no com- 
mon law crimes against the United States. Of the ten reported 
cases since the Clayton Act, nine arose under the Sherman Act, 
though in some of them we find additional counts charging con- 
spiracy to obstruct the passage of the mails. The other case arose 
under the Lever Act of 1917.5 

In all but one of the criminal cases under the Sherman Act, the 
indictments charge the commission of acts of violence and agree- 
ment or conspiracy to commit such acts; and we find that the 
acts of violence are such as specifically and physically obstruct 
the movement of commerce. This feature of the cases (save one) 
is worthy of note since it bears a distinct relation to the effect 
of the Clayton Act. 

In Vandell v. U.S.,° defendants were convicted of conspiracy 
under the Sherman Act. Their acts consisted of concerted dyna- 
miting and derailment of cars upon the tracks of the International 
Railway Company, which operated trains between Buffalo, New 
York, and Niagara Falls, in Canada. 

5 Fennon v. U.S. (1921), 276 Fed. 109, Case No. 132, Appendix. The Lever Act 
of 1917 made unlawful every conspiracy or agreement to limit facilities for the 
transportation of necessaries or to restrict the distribution of necessaries, excepting, 
specifically, agricultural associations. A strike on the Frisco Railway system in 
1920 did in fact limit facilities and restrict distribution. Certain participants in the 
strike were held guilty of violation of the Act. Conviction was affirmed by the 


Circuit Court of Appeals; but no appeal was taken to the Supreme Court. The Lever 
Act has since been repealed, so that the case is scarcely more than a curio. 


§ (1925) 6 F. (2d) 188, Case No. 189 in Appendix, infra, pp. 68 ff., hereafter re- 
ferred to as ‘‘Appendix.” 
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In Clements et al. v. U.S.,’ the report leaves the facts somewhat 
vague. The charge to the jury, as it is reported, however, throws 
some light upon the scope of the Sherman Act (and upon the 
scope of the act with regard to obstruction of the mails). The 
court said, in part, in its charge: If the defendants 
in good faith believed that armed guards were dangerous to their lives and 
limbs and because of that in good faith they quit work until the apprehension 
of danger from that source was removed ... . or, if in good faith they be- 
lieved that the equipment being furnished them was defective, unsafe or 
dangerous to handle, and because of that in good faith they quit work until 
the apprehension of danger from that source was removed, they committed 
no crime cognizable in this court. 


That is, a strike because of a good-faith belief that the equipment 
in use or the presence of armed guards is a menace, even though 
such a strike constituted concerted action and even though it does 
in fact (by inference here) interfere with the movement of com- 
merce (or of the mails), is not a violation of the Sherman Act (nor 
of the act relative to conspiracy to obstruct the mails). 

In U.S. v. Hency,’ defendants during a strike upon a railway 
engaged in interstate commerce, wilfully damaged and prevented 
the use of locomotives which, while they were technically “in 
service,” were standing in the shops and not attached to any 
trains. An indictment under the Sherman Act and the “mails” 
act was dismissed upon the ground that “the Sherman Act 
punishes those who combine in restraint of trade and not for 
sabotage,” and the disabling of engines which were not then 
actually parts of any trains was too remote from commerce and 
from the mails to constitute violation of the statutes in question, 
even though the acts were done in concert and/or as the result 
of agreement. On the other hand, in Williams et al. v. U.S.,9 the 
acts done were in effect the same as those done in the Hency case. 
Williams and others attempted, by pouring mercury into the 
boilers, to disable engines. In this instance, the engines were not 
in service at all, even in the technical sense. They were in the 


7(1924) 297 Fed. 206, Case No. 182, Appendix. 
8 (1923) 286 Fed. 165, Case No. 165, Appendix. 
9 (1923) 295 Fed. 302, Case No. 176, Appendix. 
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shops, some of them partly dismantled, undergoing repairs. De- 
fendants were convicted of conspiracy in violation of the Sherman 
Act. The court said that it was not material that the engines 
were not in actual service, or that the defendants did not intend 
to interfere with interstate commerce but only to damage the 
company’s property.” 

O’Brien et al. v. U.S.," is interesting, not for its specific facts, 
but because of the slight scope of the offense. During a strike in a 
steel mill at Newport, Kentucky, a buyer of steel in Cincinnati, 
Ohio, bought a billet of steel and sent a truck-driver for it. On 
the truck-driver’s return, he was stopped at the interstate bridge 
by pickets, and as a result of the ensuing ‘“‘conversation”’ (involv- 
ing intimidation, as the court found), the truckman returned to 
the mill with the billet, left it there, and went home wit the 
empty truck. Defendants apparently argued that the commerce 
affected was of so slight importance that the restraint was not an 
unreasonable one; but the court said that “the existence of the 
offense is found not in the amount of commerce restrained, but 
in the direct and absolute character of the restraint.” The con- 
viction was affirmed by the Circuit Court of Appeals.” " 

% There seems to be no way of reconciling these two decisions. Neither of them, 
nor any similar case, has been appealed to the Supreme Court. The Hency case 


was not noticed in the Williams case. We can get an idea of the views of the Supreme 
Court with regard to intent from some other cases. See infra, Section C. 

1 (1923) 290 Fed. 185, Case No. 171, Appendix. 

Tt has been asserted that this case is one in which the court should have ap- 
plied the legal ‘“‘maxim”: De minima non curat lex. (See Berman, Labor and the 
Sherman Act, p. 146.) This is an error. The maxim, if it means anything at all, does 
not refer to the amount of damage done. With respect to the amount of damage, a 
nominal trespass, a nominal breach of contract, and, sometimes, a libel, are trifling 
but none of these things are trifling in the sense that the law and the courts will not 
be concerned with them. Possibly the maxim was once intended to express the fact 
that some kinds of injury are of no particular significance, such as, for example, the 
injury done by one competitor to another in the exercise of ‘free’ competition, 
whatever that may mean. The plain fact of the matter is that the maxim under 
consideration here, like most other maxims, is of no value at all as a guide to a deci- 
sion or to an understanding of the law of a particular case. 

3 Suppose that the “conversation” in the O’Brien case had been entirely peace- 
ful. Would the inducement of the truck-driver to return the billet have been in- 
dictable, in view of Section 20 of the Clayton Act? The section provides that no 
injunction, etc., may be issued to prohibit “from terminating any relation of em- 
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In Boyle v. U.S.,4 an attempt was made to unionize the shops 
in Chicago which installed electrical panels and switchboards. 
In order to effect this, it was necessary to exclude from the Chi- 
cago market the goods of manufacturers outside of Chicago, since 
such manufacturers employed men at rates lower than those 
which the union sought to establish in Chicago. In order to make 
this exclusion effective, an agreement was made between the 
Chicago employers and the electrical workers under which, if the 
electrical workers succeeded in keeping outside switchboards out 
of the Chicago market, the contracting employers would enforce 
the union scale. This was done by the unions by threats of strikes 
and boycotts against outside manufacturers and by threats of 
destruction of property of such manufacturers. Some sums of 
money were “‘extorted”’ from outside manufacturers, too, in order 
to avoid strikes and boycotts of their goods. Most of the out- 
side manufacturers were, in fact, located outside of the state of 
Illinois, as well as outside of the city of Chicago, so that the 
agreement was an agreement to interfere with interstate com- 
merce and the acts done by the unions in destroying property and 
in extorting bribes were, in fact, interference with interstate com- 
merce. It is stated by the court that it is reasonable to assume 
that it was a part of the agreement that violence and extortion 
were to be used by the union as a means of excluding the switch- 
boards of outside manufacturers. The inference seems a fair one, 
so that the case involves an agreement to interfere with interstate 
commerce by the use of violence. 

Through all of these cases runs the thread of violence or fairly 
implied agreements to use violence in the restraint of commerce. 
Once it had been decided that the Sherman Act was applicable 


ployment, or from ceasing to perform any work or labor, or from recommending, 
advising, or persuading others by peaceful means so todo...., ” “nor shall any of 
the acts specified in this paragraph be considered or held to be violations of any 
law of the United States.’”’ There is no federal case in point, so far as the reports 
disclose; but it seems to me, as will appear hereafter, in particular in connection 
with some criminal cases and some injunction cases, that not nearly an appropriate 
amount of attention has been given the provision last quoted. 

4 (1919) 259 Fed. 803, Case No. 116, Appendix. This is the earliest reported in- 
dictment of labor-union officers or members under the Sherman Act. 
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to the acts of labor combinations," there is no color for an asser- 
tion that the Clayton Act deprived the courts of jurisdiction in 
criminal cases in which it is found that there has been an agree- 
ment to obstruct commerce or the mails by the doing of acts of 
violence, or in cases in which it is alleged that acts of violence, 
done in concert or as the result of an agreement, have in fact 
obstructed the movement of such commerce or the movement of 
the mails."* The Clayton Act clearly did not modify the law of 
the United States with regard to acts of violence or with regard 
to agreement to commit acts of violence. 

In Brims et al. v. U.S." we find a combination of much the 
same sort and for about the same purpose as that in the Boyle 
case; but in the Brims case, the element of violence does not ap- 
pear at all. Contractors, manufacturers of millwork, and labor 
unions in Chicago made an agreement to the effect that the manu- 
facturers would employ only union labor and that the contractors 
would use only union-made millwork in their building construc- 
tion in Chicago. Most of the makers of non-union-made millwork 
were located outside of the state of Illinois, and the effect of the 
carrying-out of the agreement was that the goods of several out- 
of-the-state manufacturers of millwork were not marketable in 
Chicago, which seriously affected the business of some of the 
manufacturers. Parties to the agreement were indicted and con- 
victed in the trial court for violation of the conspiracy clauses of 
the Sherman Act. The judgment was reversed and the case re- 
manded by the Circuit Court of Appeals, on the ground that 
there was no agreement to discriminate against out-of-the-state 
goods as such, but merely an agreement not to use non-union- 
made goods. There was no agreement to restrict the interstate 
movement of goods as interstate commerce, and no agreement to 
interfere with interstate commerce as such. The Supreme Court 
of the United States reversed the appellate judgment and sus- 
tained the conviction. “It was a matter of no consequence that 


1s See Journal of Business, III, 210 and 446. 
6 See Note 13, supra, and the discussion following a statement of the Brims case, 
infra. 
17 (1924) 1 F. (2d) 98, Case No. 192, Appendix. 
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the purpose was to shut out non-union mill-work made in Illinois 
as well as that made without. The crime of restraining interstate 
commerce is not condoned by the inclusion of intrastate com- 
merce as well.’’* 

In the Brims case and in the Belfi case,” no mention was made 
of the effect of the Clayton Act. It apparently was taken for 
granted that the Clayton Act affected labor (and other) combina- 
tions only in so far as the issuance of injunctions might be in- 
volved. The last clause of Section 20 of the Act seems to have 
been quite overlooked in these cases, just as it has been overlooked 
in other cases. After the earlier part of the last paragraph of Sec- 
tion 20 has specified certain acts which may not be prohibited by 
injunction, the final clause provides: “. . . . nor shall any of the 
acts specified in this paragraph be considered or held to be viola- 
tions of any law of the United States.’’ One may at least venture 
to suggest that a careful approach to the problems of this case 
would have disclosed issues which would have made necessary a 
consideration of the Clayton Act and of its effect upon such 
combinations. 

Let us examine the list of acts which are included in the para- 
graph as acts which are not to be held to be violations of any law 
of the United States; and then let us ask whether or not any of 
the acts which are the subject matter of this agreement in the 
Brims case fall fairly within any of the categories specified in the 
Act. The acts enumerated in the paragraph are as follows: 

.... terminating any relation of employment, .... 


. . ceasing to perform any work or labor,.... 
. recommending, advising, or persuading others by peaceful means 


so todo;.... 


1% 47, Sup. Ct. 169, Case 192a, Appendix. Further proceedings in the case were 
reported in 21 F. (2d) 889, but that report has no interest for us here. 

The Supreme court based its decision upon Montague & Co. v. Lowry (1904), 
24 S.C. 307, which involved an association of tile and mantel manufacturers and 
their agreement to exclude the products of non-members of their association. 

9 Belfi et al. v. U.S., 259 Fed. 892, Case No. 115, Appendix, was an indictment 
under facts similar to those of the Brims case, except that in the Belfi case no point 
was made of the inclusion of the union in the agreement. The members of the com- 
bination were found guilty without reference to the inclusion of the workers, who 
agreed not to work upon any goods not furgished by members of the association. 
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Attending at any place where such person or persons may lawfully be, for 
the purpose of peacefully obtaining or communicating information; . . . . 
. ... peacefully persuading any person to work or abstain from work- 
ee i. res 
. . ceasing to patronize or to employ any party to such dispute, 
. recommending, advising, or persuading others by peaceful and 
lawful means so to do;.... 
paying or giving to, or withholding from, any person engaged in such 
dispute, any strike benefit or other moneys or things of value; . . . . 
peaceably assembling in a lawful manner for lawful purposes; . . . . 
doing any other act or thing which might lawfully be done in the absence 
of such dispute by any party thereto;.... 
[All of these kinds of things, whether done] “‘singly or in concert,”’ “‘shall 
not be considered or held to be violations of any law of the United States.” 


The acts here specified are lawful acts, when done singly or in 
concert; a reasonable inference seems to be that agreements to 
commit these acts, either singly or in concert, should not, under 
the language used in the statute, be held or considered to be viola- 
tions of any law of the United States. 

Now, let us ask, what were the acts which the parties in the 
Brims case agreed to do or not to do? There were three groups of 
parties to the agreement. Let us designate them as groups A, B, 
and C. Group A consisted of manufacturers of millwork and 
employers of labor; group B consisted of contractors, purchasers 
of millwork, and employers of labor; group C consisted of mem- 
bers and officers of labor unions. 

Group A agreed to employ only union labor. Could the mem- 
bers of this group lawfully refuse to employ non-union labor “in 
the absence of such dispute”? If they could, then under the terms 
of the act it is not unlawful for them to do it “‘in concert,” which, 
one supposes, fairly means that it is not unlawful to agree to do 
it. It has long been admitted that it is not unlawful for an em- 
ployer to make a closed-shop agreement,” except where such an 
agreement involves monopoly of a labor market.” The decisions 
in the cases referred to in the margin seem to make it desirable 

2 See Jacobs v. Cohen (1905), 183 N.Y. 207; 76 N.E. 5; 2 L.R.A. (N.S.) 292; 
Hoban v. Dempsey (1914), 217 Mass. 166; 104 N.E. 717; L.R.A. 1915A, 1217. 


Curran v. Galen (1897), 152 N.Y. 33; 46 N.E. 297; 37 L.R.A. 802; Comnors v. 
Connally (1913), 86 Conn. 641; 86 Atl. 600; 45 L.R.A. (N.S.) 564. 
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to raise the question in the Brims case whether or not the agree- 
ment in question did involve a monopoly of the labor market as 
was the case in Curran v. Galen, where practically the whole 
labor supply of the community was involved. This would seem 
to be a reasonable way to reach a determination as to the legality 
of the making of the agreement, in view of the terms of the act. 
It is doubtful that there was any more of monopoly in the Brims 
case, so far as the labor market was concerned, than in Hoban v. 
Dempsey or Jacobs v. Cohen. 

Group B agreed to employ only union labor and to buy and use 
only such millwork as had been manufactured by union labor. 
Was this an unlawful act? Under the statute it is not a violation 
of any law of the United States to (“singly or in concert’’) “cease 
to patronize . . . . any party to such dispute.” If the out-of-the- 
state manufacturers are fairly to be called “parties to such dis- 
pute,”’ it should be fairly clear that an agreement not to patronize 
them is not unlawful nor a violation of the Sherman Act. But 
even though they are not “party to such dispute” within the 
meaning of the Clayton Act, yet, would it be lawful for the mem- 
bers of group B individually to cease to patronize manufacturers 
who did not employ union labor? And if so, does the Act make 
it lawful for them “in concert’”—by agreement—to cease to 
patronize them? 

Group C apparently agreed to abide by the terms of the union 
scale during a certain period. Certainly this is an act “which 
might lawfully be done in the absence of such dispute.’”’ Such an 
agreement, so far as I am aware, has never been declared unlaw- 
ful per se. It is conceivable that it might be argued that the union 
acted unlawfully when it induced or persuaded the manufacturers 
to make the agreement; and this would, of course, be true if the 
means used to bring about this persuasion were not “‘peaceful and 
lawful.” But, so far as we can see in this case, the union threat- 
ened to strike unless their demand was complied with. Is a threat 
to strike a means which is not “peaceful and lawful”? A strike is 
lawful as a general proposition; and, under the terms of the 
statute, it is lawful to quit work—‘“terminating any relation of 
employment” or “ceasing to perform any work or labor.” If the 
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strike is lawful, both at common law and specifically under the 
statute, surely it is not unlawful to threaten a strike, as a means 
of persuading the manufacturers and contractors to agree to do 
what may very well, upon further examination, be found to be 
lawful—to agree, on the part of group A, to hire only union men, 
and to agree, on the part of group B, to “cease to patronize a 
party to the dispute.” 

Men might reasonably differ as to whether or not the act of 
group A in making the agreement was a concerted doing of an 
act lawful in the absence of a dispute, and they might disagree 
with equal reason as to whether or not the outside manufacturers 
are “party to such dispute” within the meaning of the act. But 
in this field, where concepts are at best vaguely and uncertainly 
defined, it is believed that such an analysis as is here suggested 
might be of assistance to us in reaching issues of such character 
that we may be able to agree as to what are the points at which 
we disagree.” 

B. STATE STATUTES 


During the period 1914-31 there were decisions in three cases 
the importance of which lies in their effects upon the powers of 
the states to regulate the conduct of collective bargaining activi- 
ties of organized labor. These decisions have been discussed and 
evaluated by a number of legal writers; and in the present con- 
nection more than mere outlines of the facts, the decisions, and 
their effects probably would be both presumptuous and unnec- 
essary; but we must give them some attention, both because it is 


22 As earlier articles have pointed out, we are not concerned here with what 
Congress intended to have done under the Clayton Act; we are trying to determine 
what is the meaning of the language used—we wish to understand what the statute 
says. For that purpose, we should keep constantly before us the specific words in 
which the Congress officially spoke. In no other way can we reach any intelligible 
sort of issue. 

My interest in the Brims case is not to induce anyone to suppose that the de- 
cision of the case is ‘“‘wrong,’’ or even to induce anyone to believe that I am of the 
opinion that it is “‘wrong.”’ I am trying to lay a foundation for a critical examina- 
tion of the issues in cases which may arise under the Clayton Act or under other 
statutes of similar character. In particular, I am thinking of the proposed Shipstead 
anti-injunction bill. The bearing of what I have said here will, I hope, appear in 
due course. 
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not at all unlikely that they may be used as the foundations of 
subsequent decisions still further restricting the powers of the 
states and because certain matters to be discussed in other papers 
cannot otherwise be explained or understood.” 

In Coppage v. Kansas, the facts were essentially as follows: 
In 1903, the legislature of Kansas had enacted a statute which 


33 The cases are Coppage v. Kansas (1915), Truax v. Corrigan (1921), and Wolff 
Packing Co. v. Court of Industrial Relations of the State of Kansas (1923). 

Some of the more important discussions of these cases are found in the places 
herewith designated: 
Coppage v. Kansas: 

Michigan Law Review, April, 1915, p. 49 

Yale Law Journal, June, 1915, p. 677 

American Law Review, July, 1915, p. 596 

Central Law Journal, March 12, 1915, p. 193 

Yale Law Journal, May, 1929, pp. 88o ff. (Frankfurter and Greene) 

Wisconsin Law Review, December, 1930, pp. 29 ff.; February, 1930, p. 86 (E. E. 

Witte) 

Truax v. Corrigan: 

American Bar Association Journal, February, 1922, p. 96 

California Law Review, March, 1922, p. 237 

Columbia Law Review, March, 1922, p. 252 

Virginia Law Review, February-March, 1922, pp. 298, 374 

West Virginia Law Quarterly, January, 1922, p. 144 

Yale Law Journal, February, 1922, p. 408 

Boston University Law Review, April, 1922, p. 124 

Michigan Law Review, April, 1922, p. 657 

Cornell Law Quarterly, April, 1922, p. 251 (E. P. Tuttle) 

Yale Law Journal, May, 1929, pp. 895-921 (Frankfurter and Greene) 
Wolff v. Court of Industrial Relations: 

Minnesota Law Review, January, 1922, p. 159 

Michigan Law Review, June, 1922, p. 893 

Yale Law Journal, June, 1922, p. 889 

Michigan Law Review, November, 1922, p. 63 

Yale Law Journal, December, 1923, p. 196 

Michigan Law Review, December, 1923, p. 135 

California Law Review, November, 1923, p. 39 

Harvard Law Review, June, 1925, p. 1097 

Yale Law Journal, June, 1925, p. 908 

Michigan Law Review, November, 1925, p. 59 

University of Pennsylvania Law Review, November, 1928, p. 64 
All of these cases are discussed in Frankfurter and Greene, The Labor Injunction, 
Commons and Andrews, Principles of Labor Legislation (rev. ed.), and in Oakes, 
Organized Labor and Industrial Conflicts. 


4 (1915) 236 U.S. 1; 35 S.C. 240; Case No. 101, Appendix. 


. 
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provided that it should be unlawful “to coerce, require, demand, 
or influence any person or persons to enter into any agreement, 
either written or verbal, not to join or become or remain a mem- 
ber of any labor organization as a condition of such person or per- 
sons securing”’ or continuing in employment, and that any person 
or officer of an employer violating this provision should be guilty 
of a misdemeanor. One Hedges, a railway switchman, was asked 
by Coppage, a superintendent for the Frisco lines, to agree to 
withdraw from the switchmen’s union, and, upon refusal to agree 
as requested, Hedges was discharged from employment of the 
company. There was an indictment and prosecution under the 
statute. Conviction in the trial court was affirmed by the Supreme 
Court of the state of Kansas, and an appeal upon writ of error 
was taken to the Supreme Court of the United States, drawing in 
question the validity of the statute. 

The majority opinion of the Supreme Court was prepared by 
Mr. Justice Pitney. The substance of the opinion is that, since 
the court has declared in Adair v. U.S.*> that Congress has no 
power to enact a similar statute because of the prohibition of the 
“due-process”’ clause of the Fifth Amendment, “‘it is too clear for 
argument that the states are prevented from like interference 
[with freedom of contract] by virtue of the corresponding clause 
of the Fourteenth Amendment.” The opinion also states that the 
act of Coppage was not in fact coercive, since Hedges was free to 
choose whether he would accept the conditions or abandon the 
job. In the third place, the opinion asserts that the statute bears 
no relation at all to the health, morals, safety, or general welfare 
of the people of the state of Kansas, so that the enactment of 
such a statute is not a legitimate exercise of the “police power”’ of 
the state. A dissenting opinion by Mr. Justice Holmes expresses 
the belief that the Adair case should be overruled; and a dissent- 
ing opinion by Mr. Justice Day, with the concurrence of Mr. 
Justice (now Chief Justice) Hughes, states the belief that the 
statute is a legitimate attempt to restrict freedom of contract and 
to put a limitation upon the sacrifice of rights by those who have 
no real choice in the matter. 


25 See earlier papers in this series. 
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The decision in this case has no bearing upon the state of the 
law as affected by the Clayton Act; but it does establish the law 
to the effect that a state legislature may not “outlaw” the yellow- 
dog contract by punishing as a misdemeanor the imposition of 
such a contract by an employer upon an employee, and the case 
will have to be taken into account when the courts come to the 
question of the validity of other legislative attempts to outlaw 
the yellow-dog contract by other means.” 

Truax v. Corrigan” involves issues of a somewhat similar char- 
acter, though the statute in the latter case was of a very different 
kind. An act of the state of Arizona (1913) provided that no 
court of the state should have power to issue an injunction in 
labor disputes except to prevent irreparable damage, and that no 
injunction might be issued at all to prohibit certain acts specified 
in the statute. The language of the statute is almost an exact 
copy of Section 20 of the Clayton Act; but as the act was inter- 
preted by the supreme court of the state, it was held to mean that 
“peaceful picketing” might not be enjoined in the state courts. 
During a strike after the passage of the statute, strikers, by 
picketing, the use of banners and handbills, and the like, without 
actual violence, interfered with the conduct of the business of their 
former employer. An injunction was denied in the trial court, be- 
cause of the provisions of the statute, and the decision was affirmed 
by the supreme court of the state. On appeal to the Supreme 
Court of the United States, the judgment was reversed and the 
case remanded, upon the ground that the statute was a violation 
of the Fourteenth Amendment of the Constitution of the United 
States. The Clayton Act, said Chief Justice Taft in the majority 
opinion of the court, was declaratory of the common law; but this 
act, though in the same words, was interpreted in such a way as 
to legalize acts which are not lawful at common law. The meaning 
of the language as interpreted by the state court gives the statute 
an effect as different from the effect of the Clayton Act as though 
the language used had been entirely different.* The language of 

% E.g., the Wisconsin act of 1929 and the Ohio, Oregon, and Arizona acts of 
1930-31. 

27 (1921) 257 U.S. 312; 42 S.C. 124; Case No. 134, Appendix. 

8 This case is an excellent example of the adoption by the federal courts of the 
interpretation of statutes by state courts, to which reference was made in the first 
paper in this series. See Journal of Business, III, 247. 
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the Clayton Act had been interpreted by the Supreme Court of 
the United States to mean that only the barest minimum of 
picketing was lawful; but since the state court’s interpretation 
was much broader and included all peaceful |i.e., non-violent] 
picketing, the Act must be treated as an attempt to make lawful 
certain acts when done by strikers, though the same acts would 
not be lawful (at common law, nor mentioned in the statute) if 
done by any other class of persons; and it denies to employers the 
remedy of injunction, but does not deny it to other classes of 
persons. The act thus makes an unreasonable classification of 
persons and is therefore invalid. The state is thus left without 
power to regulate the bargaining struggle of organized labor by 
denying to employers the remedy of injunction to restrain the 
commission of acts which neither are violent nor threaten 
violence, because a statute which seeks to enact such a regulation 
does not apply to more than one class of persons.*° 

Wolff Packing Co. v. Court of Industrial Relations* involved 
two appeals from the Supreme Court of Kansas to the Supreme 
Court of the United States. A statute of Kansas (1920) declared 
to be affected with a public interest and therefore subject to state 
regulation, the business (among others) of the preparation and 
manufacture of food for human consumption. The act set up a 
Court of Industrial Relations for dealing with wage disputes in 
the industries included within the terms of the statute. The Court 
was empowered, when wage disputes endangered the public inter- 
est, to, after hearing, fix wage scales and schedules of hours. The 
orders of the Court of Industrial Relations were made reviewable 
by the supreme court of the state. The Wolff Packing Company 


29 Tri-City Trades Council et al. v. American Steel Foundries (1921), 257 U.S. 184; 
42 S.C. 72; Case No. 105, Appendix. The decision in the American Steel Foundries 
case preceded that in 7ruax v. Corrigan by fourteen days; and it is of further inter- 
est that the Steel Foundries case was argued on October 4 and 5, while 7ruax v. 
Corrigan was argued on October 5 and 6 of the same year. 


3% In this case, too, there were dissenting opinions, by Justices Holmes, Brandeis, 
and Pitney. It was the latter who wrote the majority opinion in Coppage v. Kansas. 

If the reader is in some confusion as to how the court reached its decision that 
the statute was discriminatory, I am unable to help him. See Yale Law Journal, 
May, 1929, pp. 895-921, for a full discussion of this matter. 


3 (1923) 262 U.S. 522; 43 S.C. 630; Case No. 173, Appendix. 
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became involved in a wage dispute with its employees, and, after 
a hearing, the Court of Industrial Relations made an order fixing 
wages and a working schedule. The company refused to comply 
with the order, and the Court brought a proceeding in the supreme 
court of the state, seeking a writ of mandamus to compel the 
company to obey the order. The Supreme Court of Kansas held 
that a sufficient emergency existed to justify the taking of juris- 
diction by the Court of Industrial Relations under the statute, 
and ordered the company to comply with the order of the Court 
of Industrial Relations. 

On the appeal, the Supreme Court of the United States held 
that the order fixing wages was invalid, since the enforcement of it 
would amount to a taking of property and interference with 
freedom of contract in violation of the “due process”’ clause of the 
Fourteenth Amendment. The court believed that the business of 
meat packing is not “affected with a public interest” to such an 
extent that the state may fix or regulate wages in the industry, 
and that no statement of the legislature may clothe the business 
with any such interest. After this decision, the order of the Court 
of Industrial Relations was modified by the Kansas courts, so that 
it affected only hours of service and not wages. The modified 
order was appealed to the Supreme Court of the United States;* 
and on the second appeal the whole order of the Court of Indus- 
trial Relations was held invalid because the regulation of the 
meat packing industry in this way was arbitrary and discrimina- 
tory in character. The court refrained from declaring the act in- 
valid as a whole, but the effect was to invalidate the statute so far 
as it affected the packing industry. 

The first two cases may have an important bearing upon 
“vellow-dog contract” legislation. If a state may not invalidate 
such contracts by penalizing the use of them, it may easily be held 
to follow that the same result cannot be reached by making such 
contract void and of no effect; and if such statutes seem to be 
arbitrary, discriminatory, and of no bearing upon the health, 
morals, safety, or general welfare of the public, they may be held 

32 (1925) 267 U.S. 552; 45 S.C. 441; Case No. 173a, Appendix. 

33 There was no dissent to the opinion of the Supreme Court of the United States 
upon either of the appeals. ; 
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invalid for that reason. The Wolff case is not likely to affect the 
“vellow-dog” statutes; but the decision stamps as unlawful what 
the court designates as “compulsory arbitration,” unless the 
court is convinced that there is, aside from the statute, a “‘suf- 
ficient public interest’? in the business to warrant legislative 
provision for wage regulation.* 


C. SUITS FOR DAMAGES 


In this group, too, the outstanding case is so well known that 
only a brief statement of its effects is necessary to our purpose. 
The so-called ‘‘Coronado”’ case began with Dowd et al. v. Inter- 
national Organization of United Mine Workers of America et al.* 
In the first report of the case, the facts are stated by the Circuit 
Court of Appeals for the Eighth Circuit. Plaintiff, as receiver for 
several corporations, operated coal mines and sold coal to persons 
in other states, so that the coal which was sold moved in inter- 
state commerce. Some of the mines were closed by plaintiff, in 
order to make them non-union. Employees in other mines went 
on strike because of their community of interest with the former 
employees of the mines which had been closed. Movements of 
coal in interstate commerce were hampered both by physical 
interference with loaded cars and by closing of the mines at- 
tendant upon the strike, competition with mines in other states 
was in some degree restrained, and considerable property damage 
was done at the mines controlled by plaintiff. The local damage 
was done by mobs which were made up, in part, of members of 
the local union which was involved in the strike. Plaintiff brought 
an action against the unincorporated international organization, 
the unincorporated local union (Local No. 21), and some indi- 
viduals. The action was brought under the Sherman Act. A 
demurrer to the complaint was sustained by the federal district 
court (not reported). 

34 Again in this section, there is no desire to criticize the courts or the decisions. 
That has been done by others. I have tried merely to set forth as briefly as possible 
a statement of the attitude taken by the Supreme Court in these cases, with the 
object of finding out and setting down a statement which will indicate just what the 


law is. Again, too, it is hoped that the bearing of these cases will appear in due 
course, as we come to discuss certain proposed legislation. 


35 (1916) 235 Fed. 1, Case No. 103, Appendix. 
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On appeal, the Circuit Court of Appeals reversed the judgment 
and remanded the case for trial upon the grounds, first, that the 
courts of the United States might take jurisdiction over the case 
under the provisions of the Sherman Act, and, second, that the 
complaint set out a cause of action under the Sherman Act.* 
Upon a retrial in the district court, there was a judgment for 
plaintiff (not reported). On the second appeal,” the Circuit Court 
of Appeals affirmed the trial court’s judgment, again affirming the 
jurisdiction of the federal courts under the Sherman Act, and as- 
serting that the evidence warranted (a) a finding that there was 
concerted action on the part of the members of Local No. 21, 
and (6) a finding that the international organization was re- 
sponsible for the local events. 

Upon appeal to the Supreme Court of the United States, the 
judgment of the Circuit Court of Appeals was reversed, and the 
case again remanded to the district court. In an opinion prepared 
by Chief Justice Taft, the court held, without reference to the 
Sherman Act, that an unincorporated labor union is suable in its 
own name, so that both the local and the international were sub- 
ject to the jurisdiction of the federal courts. As to the local union, 
however, it was held that, while the evidence warranted a finding 
that the association was responsible for what took place, yet 
there was not sufficient evidence to justify a finding that there 
was an intent to interfere with interstate commerce, as such. As 
to the international union, it was held that the evidence did not 
justify either a finding of responsibility for the events which took 
place or any intent to interfere with interstate commerce. 

In the case at bar, coal mining is not interstate commerce, and obstruction 
of coal mining . . . . is not a restraint of that commerce, unless the obstruc- 
tion is intended to restrain commerce in it [coal] or has necessarily such a 
direct, material, and substantial effect to restrain it that the intent reason- 
ably must be inferred.* 


36 The opinion does not set out in what the violation of the statute consisted. 
It merely says that a case is made out in the complaint. 

37 (1919) 258 Fed. 829, Case No. 103a, Appendix. 

3% (1922, June 5) 259 U.S. 344; 42 Sup. Ct. 570; Case No. 1036, Appendix. It is 
interesting to note here, and in the Herkert Trunk Mfg. Co. case (discussed infra in 
connection with injunctions), the influence of the line of thought developed in Bailey 
v. Drexel Furn. Co. (259 U.S. 20; 42 Sup. Ct. 448), in which the court had on May 
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Upon retrial in the district court (not reported), a verdict was 
directed for both the local and the international, on the ground 
that there was no evidence of the responsibility of the interna- 
tional and no evidence of the intent of the local to restrain inter- 
state commerce. Judgment upon this directed verdict was af- 
firmed by the Circuit Court of Appeals;*? but upon another appeal 
to the Supreme Court, while judgment was affirmed as to the 
international, it was reversed as to the local. Verdict should not 
have been directed for the local, because new evidence had been 
introduced from which the jury might have inferred the requisite 
intent to restrain interstate commerce. The cause was again re- 
manded for new trial, in order to allow the jury to examine this 
new evidence.” 

The significance of these two decisions of the Supreme Court 
lies in the fact that the court stated that an unincorporated labor 
union may be sued in its own name for violation of the anti-trust 
laws (though jurisdiction was nor specifically drawn from the 
Sherman Act, as it could have been), and in the additional fact 
that the court indicated that mere interference with local manu- 
facture or other processes of production is not even prima facie 
evidence of an intent to restrain interstate commerce. In order to 
sustain a judgment for damages under the Sherman Act, there 
must be evidence of more than a mere interference with local pro- 
duction, unless the local interference so directly, materially, and 
substantially operates to restrain such commerce that intent to 
bring about restraining of interstate commerce is a necessary 
inference. That is, there are circumstances in which the only 
reasonable inference is that there has been an intent to restrain 
interstate commerce, even though the acts which have been done 


15, 1922, declared invalid the Child Labor Act of Congress, which had sought to 
regulate employment by imposing a tax upon the manufacture of goods by child 
labor. We can see, too, the influence of the language used in Hammer v. Dagenhart 
(1918), 247 U.S. 251; 38 Sup. Ct. 529), where the court used the following language, 
which was quoted in the opinion in the Coronado case: ‘The making of goods and 
the mining of coal are not commerce, nor does the fact that these things are after- 
ward to be shipped in interstate commerce make their production a part thereof.” 

39 (1924) 300 Fed. 972, Case No. 103c, Appendix. 

# (1925) 268 U.S. 295; 45 Sup. Ct. 551; Case No. 103d. There is no report of 
subsequent proceedings in the trial court or elsewhere. 
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have primarily obstructed local production; but, on the other 
hand, some obstructions of local production do not raise an infer- 
ence of intent to restrain interstate commerce. In the latter class 
of cases, other evidence of intent must be put before the jury or 
other fact-finding body and by them passed upon, before a judg- 
ment can be sustained which holds defendants guilty of violating 
the Sherman Act.” 

The Clayton Act had no observable effect upon the right of 
action for damages on behalf of one who is injured by the activi- 
ties of labor unions, even though such activities should be held to 
be violations of the Sherman Act. In fact, no case has been re- 
ported in which the Clayton Act could have been applied to an 
action for damages; but the suggestion is offered that, should a 
case arise in which the acts done could fairly be said to come 
within any of the categories of acts specified in the last paragraph 


4 Intent to violate the Sherman Act was the feature of another decision in a 
suit for damage. (Tilbury v. Oregon Stevedoring Company (1920), 8 F. (2d) 898, 
Cases Nos. 195 and 195a, Appendix. An association of employing stevedores agreed 
that members should not employ any men except those whose names appeared upon 
an approved list which was prepared by the association. Plaintiffs were denied em- 
ployment because their names did not appear upon the list, and they brought suit 
against the association for damages, under the terms of the Sherman Act, as well as 
for an injunction under the same act. The injunction was denied (the Clayton Act 
had given the remedy of injunction to private parties); and the action for damages 
was dismissed. The Circuit Court of Appeals for the Ninth Circuit affirmed the 
decisions, saying ‘‘It is only where the intent to injure, obstruct, or restrain inter- 
state commerce is made to appear as an obvious consequence of what is being done, 
or that such is the necessary effect of the alleged unlawful combination or agreement, 
that relief may be had in pursuance of the anti-trust legislation of Congress.” This 
case never was appealed to the Supreme Court. The Coronado case had been de- 
cided by the Supreme Court before the Tilbury case was decided by the Circuit 
Court of Appeals. A similar case will be discussed in connection with the injunction 
cases. (Anderson v. Shipowners’ Association, Case No. 197, Appendix.) 

Intl. Organ. U.M.W.A. v. Penna. Min. Co. (1924), 300 Fed. 965, Case No. 185, 
Appendix, arose from the same general situation out of which the Coronado case 
arose, and the two cases involved almost precisely similar facts. In fact, the Circuit 
Court of Appeals waited for the judgment of the Supreme Court in the Coronado 
case before reversing the trial court in the Pennsylvania case. The latter contains 
nothing of general importance. 

The general definition of “intent” was applied in an injunction case which was 
decided at about the same time as the Coronado case (Herkert & M. Trunk Mfg. 
Co. v. United Leather Workers, 268 Fed. 662, Case No. 127, Appendix, to be dis- 
cussed elsewhere, with the other injunction cases). 
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of Section 20 of the Clayton Act, then the last clause of the para- 
graph should be taken into account in the process of determining 
whether or not the federal courts have jurisdiction over such case. 
The language used is not specifically such as to restrict the ap- 
plication of the Act to cases involving petitions for injunctions; it 
could just as well be applied to damage suits and to criminal 


42 
cases. Jay FINLey Curist 


Note.—For the sake of completeness, the following cases are noticed. 

Amal. Sheet Metal Workers’ Intl. Alliance v. Nalty (1925), 7 F. (2d) 100, 
Case No. 194, Appendix, is of no particular significance as an organized labor 
case. At the instance of a local union which acted arbitrarily and in violation 
of the rules of the international! union, plaintiff had been excluded from em- 
ployment. In an action for damages at common law, and quite apart from 
the anti-trust laws, plaintiff was awarded damages. This, of course, pre- 
sented no problem of organized labor, as such. The relation of the union to 
plaintiff was only the occasion which involved interference with an employ- 
ment relation. The judgment would have been the same, no matter who had 
caused the interference. 

Nederlandsch-AM. S. M. v. Stevedores, etc. (1920), 265 Fed. 397, Case 
No. 122, Appendix, was another suit for damages; but the principles in- 
volved in the decision have to do with the enforcibility of collective agree- 
ment, and discussion of the case is therefore deferred. 

Moyer v. Butte Miners’ Union (1916), 232 Fed. 788, Case No. 102, Ap- 
pendix, involved legal relations between the local union and the general 
union. This case, too, will be discussed in another connection. 

Jennings v. Lee (1923), 295 Fed. 561, Case No. 172, Appendix, involved a 
suit for damages by persons who had been suspended from a union because 
their local had participated in an unauthorized strike. The suspended per- 
sons sought to recover premiums and dues which they had paid, but it was 
held that since they had been suspended in accordance with the union’s 
constitution, and since there was no showing that the appropriate parts of 
the constitution were contrary to public policy, judgment was rendered for 
defendant. 

Christian v. Intl. Assn. of Machinists (1924), 7 F. (2d) 741, Case No. 190, 
Appendix, involved only questions of jurisdiction and procedure. 

So far as I am aware, there is no report of any other case in the federal 
courts, during this period, which involves a suit for damages either by or 
against an organized labor group. 

[To be continued] 


#T refer here, of course, to the approach to the problem of the applicability of 
the act which is suggested on pp. 53-57, supra. See also note 22, supra. 
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THE USE OF WAGE INCENTIVES IN INDUSTRY 
WITH PARTICULAR REFERENCE TO THE 
CHICAGO AREA’ 


NATURE OF THE PROBLEM 


F ALL the special features and devices which from the 
beginning have been closely identified with the scientific 
management movement as promulgated by Frederick 

Taylor and his associates, apparently none has been the subject 
of more widespread experimentation in actual practice than wage 
incentives. Indeed, if we may judge from the early literature of 
this movement, these innovations in methods of wage determina- 
tion were enthusiastically received by industrial executives almost 
from the date of publication of the first so-called “incentive” sys- 
tem of which we have record.? 

For a period of twenty years or more, this literature was char- 
acterized by the publication with monotonous regularity of new 
plans of wage payment, each possessing features more or less 
distinctive. During the latter part of this initial period textbooks 
were replete with discussions of these various systems which set 
forth their supposed relative merits, but which nevertheless com- 
prise little more than redescriptions of plans which had previously 
been proposed. 

Since 1920, however, whether because the ingenuity of indus- 
trial managers had been exhausted or, more probably, because of 
a growing feeling that all of the really significant features of such 
systems had already been suggested, few new plans have been 
proposed. During the latter part of the past decade, in fact, there 
has apparently been some growing appreciation of the fact that 
a sufficient body of experience should have been acquired by in- 

* The writer wishes to acknowledge his indebtedness to Professor W. N. Mitchell, 
who supervised the survey the results of which are summarized in this article. 

2 The plan proposed by Henry Towne in his article ‘‘Gain-Sharing Plan,” in the 


Transactions of the American Society of Mechanical Engineers, 1888-89, pp. 600-626, 
is generally recognized as the forerunner of all modern incentive plans. 
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dustry to justify an attempt to evaluate the results achieved by 
such systems. Some of the more notable contributions to the 
literature of the field in recent years accordingly have been chiefly 
directed toward that end.’ In spite of this long period of experi- 
ence, however, there has until recently been a striking dearth of 
quantitative data concerning even the extent to which these 
numerous systems were actually being used by industry. 

It was for the purpose of partially filling this gap that the in- 
vestigation providing the basis for this paper was undertaken. 
In the following pages, therefore, it is proposed, first, to set forth 
the quantitative findings resulting from this rather limited in- 
vestigation; second, to compare, in so far as is possible, these re- 
sults with those of similar investigations recently completed; and 
finally, to venture some tentative conclusions which these findings 
suggest concerning the present status and probable future trends 
with respect to the use likely to be made of these important 
managerial devices. 


SURVEY OF WAGE INCENTIVE PLANS USED IN THE 
CHICAGO AREA 

This survey was confined to the Chicago area, and the com- 
panies investigated were, with few exceptions, the largest in their 
respective industries. The study was further limited to factory 
or industrial workers, including shipping-room help, maintenance 
employees, tool-makers, inspectors, and direct supervisors, as 
well as direct workers. 

Data were obtained from 40 establishments employing 152,163 
workers, of whom 44,674 workers were on time wages, 58,467 on 
straight piece work, and 49,022 on some form of bonus or premium 
payment. The widespread use of time wages and straight piece 
work is striking in view of the many other methods of wage pay- 
ment available. 


3 An excellent comparison and discussion of wage incentive plans is made by 
C. W. Lytle in Wage Incentive Methods (New York, 1929). Wage Payment Plans 
That Reduced Production Costs, by Hugo Diemer (New York, 1930), is another recent 
thoughtful analysis of current wage-payment practices. Perhaps the best brief dis- 
cussion of methods of comparing incentive plans is found in A. G. Trembly’s ““Wage 
Incentive Formulae Compared and Evaluated,” Trends in Industry, Report of 
Proceedings, XVI National Convention, Society of Industrial Engineers, 1929. 
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In Table I incentive plans other than day work are shown. 
Fifty-four per cent of the employees listed are paid by the piece- 
work plan. The Bedaux plan stands second on the list, chiefly be- 
cause two large plants used it extensively. Following down 
through the table, such well-known plans as the gain-sharing, 
standard time, Emerson Efficiency, Rowan, Halsey, and Taylor 


TABLE I 


CLASSIFICATION OF WORKERS UNDER DIFFERENT SYSTEMS 
oF WaGE PayMENT, Not INcLupING Time WAGES 












































INDIVIDUAL PAYMENT Group PAYMENT ToTaL 
INCENTIVE PLAN = 
Work-| Per- » _ | Work-| Per- . | Work-| Per- > 
ers | centage Plants ers | centage Plants ers | centage Plantst 
Straight piece work. . .|44,127 58.8 21 |14,340 44.3 5 58,467} 54.4 21 
Bedaux Point plan... .|13 ,680 18.2 3 3,250 10.1 2 16,930] 15.8 3 
Gain-sharing...... 1,440 1.9 3 |10,750 33-3 3 12,190} 11.3 6 
Standard time* ..1 9,750 12.9 3 1,300 4.0 3 11,050} 10.2 5 
Emerson Efficiency 4,610 6.1 3 200 6 I 4,810 4.5 4 
Rowan Premium...... 75 I I 1,925 5.9 I 2,000 1.8 I 
Straight piece work 
with bonus : 70° 9 I 700 7 I 
Multiple time : 620 8 2 , . , 620 6 2 
Halsey Premium ? - are “a 500 1.5 I 500 5 I 
Taylor Differential 
piece work ‘ 50 I I 60 3 I IIo I 2 
Quality bonus , 65 ie 2 pial wa ; 65 .06 2 
Foreman bonus...... 42 I 3 ea ae i 42 04 3 
Contract bonus......./..... . a 5 I s| I 
Totals. ........../75,159 | 100.0 43 |32,330 | 100.0 18 107,489] 100.0 52 





























* Under the standard time plan the rate is established in terms of time rather than price per piece. 


t The total may be less than the sum of the other two columns, since each plan is listed only once 
even though it was used on an individual and group basis within the same establishment. 


Differential are noticed; but the newer and often more compli- 
cated plans are conspicuous by their absence.* 

It is interesting to note that 69.9 per cent, or 75,159, of the 
workers, excluding day work, are on individual payment, while 
the remaining 30.1 per cent, or 32,330 workers, are on group pay- 
ment. Of the latter, 23,290 workers were employed in 3 plants, 
and 9,040 were employed in 15 plants. Twenty-two companies 
did not use group payment methods. These limited data indicate 
in some degree the rather random distribution of group methods 
of wage payment. 


4C. W. Lytle, op. cit., lists thirty-six plans, many of which represent merely re- 
finements of the more common plans. 
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Table II is arranged to show the various plans used in the sev- 
eral industries studied. In the meat-packing industry, the Bedaux 
Point plan is used most widely. This plan, although somewhat 
complicated, has proved satisfactory, as excellent results are 
claimed through its use. 

The food-products industry is represented by two large whole- 
sale bakeries and two refineries. The day-work method of pay- 


TABLE 11 


DISTRIBUTION OF WORKERS UNDER DIFFERENT SYSTEMS OF WAGE 
PAYMENT IN THE SEVERAL INDUSTRIES SURVEYED 
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| = Candy} Tin- | Blec- Cad St 1 | He | Cloth 
ane Can quip- - eavy| ~: ~ - 
pee! | | ous - oss Manu- Prod ment |p Equip- a | Print- 
“ae Food |*@°°UF| factur-| “TOS |Manu-|" °J2°"| ment She .. 
Incentive Plan iMg | Prod- ins | ing | = factur-| "SS | ( _ de 
Com- — Com- Con Com ins | Com- | — | Com-| pa- 
Cami 2: ya- pa- | Com- | .P nies) | P# nies) 
nies) pa- nies) nies) | Mes) | pa- nies) nies) 
nies) nies) | 
Day work ...]13,000] 2,550] 780] 3,000) 6,050 680| 4,700] 7,829] 760] 5,325 
Straight piece work | 75| §20| 3,000/27,250| 2,655) 750/15, 517| 8,700 
Bedaux Point plan 16,650]... saan 280 | 
Gain-sharing | & | 150} 110,600].... 1,440 
Standard time 8,750) 1,700] 100 ‘ 500 
Emerson Efficiency .. . | 200] 4 , 360] 250) i 
Rowan Premium 2,000] oc 
Straight piece work with} | s 
bonus 700) — , 
Multiple time ' ‘ ; , , 620 
Halsey Premium : aoal , : 5 
Taylor Differential piece | | 
work ‘ 5° 60 
Quality bonus : | ? | 50 | | * Sees 
Foreman bonus. ... | 12 | . ; , 
Contract bonus | | | 
Total a 8 400] 2,637) 2, se) 6 30 38 535 4,185|16, 100/23, 686) 10, ros| 7,265 


aoe 


| | 





ment was used for practically all employees in these establish- 
ments. This may be explained chiefly by the fact that production 
processes are mechanized to such a degree that workers have very 
little control over the speed of operation. 

The two plants listed under tin-can manufacturing are branches 
of the largest and perhaps the most representative companies in 
the industry. Both plants used only piece work in addition to 
time wages in paying their employees. Individual payment was 
preferred, even though the operations were interdependent and 
thus lent themselves to the use of group payment methods. 
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The gain-sharing plan predominates in the two steel mills and 
one foundry, which represent the steel industry in this survey. 
Experiments have, in the past, been made with other incentive 
plans, in the steel industry; but gain-sharing has been generally 
accepted as the best method ot wage payment under the circum- 
stances. Since co-operative, rather than individual, efforts of the 
workers affect the efficiency of mills, group payment is used in 
administering the gain-sharing plan. 

In the printing industry, the extensive use of time wages is in 
part due to union influence. The gain-sharing plan has also been 
installed in this industry mainly because the unions have gener- 
ally opposed the use of stronger incentives. 


OTHER STUDIES ON THIS SUBJECT 


Similar studies have been made by the National Industrial 
Conference Board,’ by Adolph Langsner,® and by R. W. King,’ 
and it will be of interest to compare their results with the results 
briefly summarized above.’ Direct comparisons of the four 
studies are precluded, since methods of research differed. All were 
conducted in the period between 1928 and early 1931, so that the 
difference in the time element is inconsequential.° 

In the Chicago survey, the data were secured through inter- 
views, whereas the other suryeys were based upon questionnaire 


5 Systems of Wage Payment (New York, 1930). 

6“An Analysis of Compensation Methods and Incentive Plans in a Variety of 
Industries,” Trends in Industry, Report of Proceedings, XVI National Convention, 
Society of Industrial Engineers, 1929, pp. 34-54. 

7“A Study of Wage-Payment Plans in Connecticut,” Factory and Industrial 
Management, March, 1931, pp. 411-13. 

8 A survey has also been made by the National Metal Trades Association, but 
only certain data will be considered in this paper, as the study was limited to only 
one industry and the data are reported in terms of plants. The Sherman Corpora- 
tion, management and industrial engineers, have made a survey of 893 establish- 
ments; but here, too, the data are reported in terms of plants and no explanation is 
made as to the conditions under which the study was conducted. 

9 The National Industrial Conference Board study was made in 1928; the Langs- 
ner study in early 1929; the King study in late 1929; and the Chicago study in the 
latter part of 1930 and early 1931. Because the current business depression had 
affected the various establishments in different degrees, the Chicago study used 
normal employment figures. 

















WAGE INCENTIVES IN INDUSTRY 81 


returns. By the latter method of investigation, the sample ob- 
tained is accidental. With interviews some control can be exer- 
cised in selecting the sample. 

The areas covered by the surveys also varied. King restricted 
his study to Connecticut industries, while Langsner and the 
National Industrial Conference Board attempted to get informa- 
tion from companies in all parts of the country. Langsner, how- 
ever, notes that most of his returns were from the Middle West. 

The chief difficulty in attempting to analyze and compare the 
studies lies in the different forms in which the data are presented. 
In the Langsner study the various plans are reported in terms of 
plants; each plant is listed under the plan it uses most extensively. 
Where a particular establishment uses piece work in conjunction 
with some other plan, the National Industrial Conference Board 
study does not segregate the employees on each plan. The results 
of the investigation of wage-incentive practices in Connecticut 
industries are more nearly comparable with those of the Chicago 
survey, since the data are reported in similar form. 

The number of workers on time wages, piece work, and bonus 
or premium plans as reported by the four studies is shown in 
Table III. The Chicago study reports the lowest percentage of 
workers on time wages. This may be explained first, by the sam- 
ple, which included (on the whole) the largest companies in the 
several industries studied, and second, by the limitation of the 
study to industrial workers who would more likely be paid by 
some incentive plan. The Conference Board study proves rather 
conclusively that as establishments increase in size, there is a 
relative decrease in the number of workers on time wages.” This 
point was also brought out in the Connecticut study where estab- 
lishments are relatively small, and consequently the percentage 
(48 per cent) of time workers is high.™ 

There is surprising agreement in the four studies in the percent- 

» Systems of Wage Payment, p. 4. 

™ A survey made by the Sherman Corporation of 893 establishments, reports 
66.4 per cent of the companies using time wages, 24.1 per cent using piece work, 
and 9.5 per cent using premium or bonus plans. This study does not indicate how 
an establishment was classified if more than one incentive plan was in use, which is 
likely to be true in many instances. 
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age of workers on piece work, all four investigations reporting 
around 38 per cent. Langsner reports a higher percentage on 
bonus payment than does the Chicago study. The other two, 
however, show relatively only about half as many workers on such 
plans. Evidently, if the Chicago survey had covered more cases, 
including a larger proportion of small companies, the percentage 
on bonus plans might have been lower. 

All the studies were in agreement in finding only a few plans 
which are widely used. Excluding day work and piece work, the 


TABLE III 


DISTRIBUTION OF WORKERS BY SYSTEMS OF WAGE PAYMENT AS 
REPORTED IN THE VARIOUS SURVEYS 








| 

| } | NATIONAL INDUs- 

| Curcaco Survey | LANGSNER SURVEY Kinc SuRVEY | TRIAL CONFERENCE 

} | Boarp SurRvEY 

INCENTIVE 
LAN | 


| warp. | Per- ’ Per- = __ | Per- 

| Work- | cent-| Plants Work- cent-| Plants) ork- cent-| Plants = aa es) Plants 
ers ers | ers 

| age age age age 





























Time wages 44,674) 29.4, 39 | 83,638) 37.7) 52 | 42,510) 48.0) 126 |367,454) 47.3) 1,200 
Straight piece | | | | 
work.... 58,467) 38.4) 21 55,462) 25.01 43 | 33,215) 37.5) 106 |287,586) 37.0 745 
Premium or bo- | 
nus plans...) 49,022) 32.2) 31 82,750) 37.3) 54 12,806 14.5 49 |122,336 15.7 248 





Totals. .../152,163|100.0 40* |221,850\100.0) 149 88,540\100.0| 132 |777,376)100.0) 1,535 





* The totals given are the actual number of establishments from which the data were collected. 

The total in the Langsner study is equal to the sum of the plants using time wages, straight piece work, 
and bonus plans, as this study listed each establishment on the plan most extensively used. The other 
studies list the number of instances each plan was found; and as an establishment may have used more 
than one wage incentive plan, the total of plans found in the plants is greater than the number of 
plants studied. 
Connecticut study lists only 13.3 per cent of the workers on mis- 
cellaneous incentive plans. Adolph Langsner reports seventeen 
plans in addition to day work and piece work. Ten of the seven- 
teen plans are being used by only one or two companies. Of 
409,922 workers on piece work and other incentives, the Confer- 
ence Board study lists but 15,623 on miscellaneous plans. 

It was found in the Chicago study that in some industries one 
certain plan has been widely adopted as most suitable for their 
needs. Thus, in the steel industry, gain-sharing appears to be the 
predominating plan. In shoe and tin-can manufacturing, piece 
work is favored. The food-products industry, with the exception 


of meat packing, has tended toward time wages. On the other 
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hand, some of the industries, such as the electrical, precision 
equipment manufacturing, and industrial equipment manufac- 
turing, exhibit no general agreement as to which plans should be 
used. 

The other studies tend to corroborate these results. King re- 
ports rubber manufacturing, hat-making, and textile plants as 
using piece work extensively, while foundries and tobacco plants 
follow no one plan. Langsner reports the packing and automotive 
industries as favoring bonus plans, while machinery and metal 
manufacturing are about evenly divided in their use of day work, 
piece work, and bonus plans. 


CONCLUSIONS 


The results of the four surveys clearly show the wide use of only 
a few plans of wage payment, especially of day work and piece 
work. Managers evidently have begun to realize that the intro- 
duction of some complicated plan of wage payment will not of 
itself correct all industrial ills. Rather, some simple plan easily 
understood and administered stands a far better chance of show- 
ing good results, provided of course, that it is accompanied by 
sound management. 

Better understanding by executives of the problem of paying 
workers manifests itself in the closer attention being paid to 
fundamental issues of successful wage incentive operation. To 
illustrate, of the 36 plants using incentives reported by the 
Chicago study, 31 were making some use of time studies in setting 
rates. Langsner found 86 plants out of 115, and King 103 plants 
out of 132, which were using time studies. A survey made by the 
National Metal Trades Association reports 191 establishments 
using time studies, or a combination of time studies and other 
means in determining standards. As such procedures have come 
into general use within the last twenty years or so, these facts are 
encouraging.” 

As more accurate procedures for determining output standards 

2A Piece Rate System,” Transactions, American Society of Mechanical Engi- 


neers, 1894-5, pp. 856-903. Frederick Taylor introduced his elementary rate-fixing 
plan in this paper, but not until much later were his suggestions generally followed. 
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are employed, the rate-cutting evil tends to become less prevalent. 
In the Chicago study, 30 plants were reported which did not 
change rates unless manufacturing procedures were changed. 
King lists 40 companies following the same policy. Seventy-four 
plants had no announced policy as to rate changes. Two guaran- 
teed rates for a definite period, while 10 companies changed rates 
as they saw fit. The National Metal Trades Association also | 
found a definite trend away from rate-cutting.* The present tend- 
ency for more careful consideration of factors which affect the 
operation of an incentive plan are illustrated in the foregoing. 
Thus, employee morale is not disturbed by ill-advised changes, 
and the possibility of mutual benefit to employer and employee is 
increased. 

One might have concluded from the earlier literature on wage 
incentives that day work would eventually be supplanted to a 
considerable degree by other incentive plans. However, the four 
studies show definitely the wide use of time wages. Very probably 
in the future an even greater use of this method of wage payment 
may be made. In the first place, the plan is simple to understand 
and to administer. Second, increased mechanization, as exempli- 
fied in the Ford Company, may possibly in some instances render 
wage incentives unnecessary, since the machine will set the pace 
of operation. In the third place, as the use of time and motion 
study increases, a more accurate determination of a day’s work 
will be possible. Then, conceivably, only those workers who can 
meet the standard of performance will be selected, and they will 
be paid a standard wage. 

Very likely, piece work also will find greater use in the future, 
as it is simple to understand, operate, and calculate. The poor re- 
pute in which this plan has been held by workers is gradually be- 
ing eliminated by more careful setting of standards. In this way 
the need for rate-cutting, long the thorn in the side of workers, is 
removed. 

The Chicago survey revealed only two industries in which the 
methods of wage payment used were in some degree influenced by 
unions. In the printing industry, gain-sharing was used instead 
13 Methods of Wage Payment (1928), p. 15. 
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of piece work because of union influence. The multiple time plan 
used in the clothing industry was a compromise of the union’s de- 
sire for day work and the employers’ desire for a stronger incen- 
tive plan. As the other studies make no reference to this issue, no 
definite conclusions can be drawn about the probable future influ- 
ence of unions. However, even where unions do not directly affect 
the wage-payment plans used, their potential influence must still 
be considered. 

In the Chicago study alone was an attempt made to distinguish 
between individual and group payment. As the data are limited, 
and the opinions on the use of group payment are diverse, no 
definite statement as to the future trend of such payment can be 
made. Very likely, however, group payment will be used more 
extensively, since the method has certain obvious advantages and 
since industry is tending toward greater interdependence of opera- 
tions." 

As in all of management’s problems, more scientific study of 
wage-payment plans and procedures is required. The present 
studies evidence the encouraging progress being made in that 
direction, and undoubtedly the movement will gain momentum 
in the future. No incentive plan will ever be a cure-all. Incentives 
have a place as one of the tools of management, however, and, 
properly administered, should play their part in making industry 
more efficient and in providing fair compensation to employees. 
MICHAEL J. JucrIus 


«4 A good discussion of group-payment methods is found in the work of C. C. 
Balderson, Group Incentives (Philadelphia, 1930). 
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BOOK REVIEWS 


Rural Banking Reform. By CHARLES W. CoLitns. New York: 

Macmillan, 1931. Pp. vii+187. 

Branch, Group and Chain Banking. By Gaines T. CARTINHOUR. 

New York: Macmillan, 1931. Pp. xix+351. 

Five hundred and twelve bank suspensions during the month of 
October, 1931, involving deposits of 566 millions of dollars create a 
new record for this country. But during the preceding decade 6,987 
banks throughout the United States had closed their doors, tying up 
deposits exceeding two and a half billions of dollars. These figures 
in themselves are adequate evidence of the timeliness of any study of 
banking reform, and both of the books mentioned in the foregoing 
dwell upon the need for reconstructing the banking system of the 
country along lines that have proved satisfactory in other parts of the 
world. Even in the United States, Professor Cartinhour points out 
that “the chain and group banks that suspended operations (during the 
past decade) represented only about 3.3 per cent of the total number of 
suspensions and 3.8 per cent of the total deposits of all suspended 
banks”’ (p. 245). In another place he points out that, “while a study of 
failures in both branch banking and unit banking countries shows that 
the branch system cannot be regarded as a positive guarantee against 
failures, it is evident that the branch bank is less likely to fail than is 
the independent bank”’ (p. 308). 

There is nothing particularly new in the idea of branch-banking. 
It has been developed successfully by almost every important country 
except the United States, and even in this case Mr. Collins points out 
emphatically that the ideal of independent unit banking is of very 
recent growth. There is no evidence to support the popular myth that 
the economic development of this country is due to the sturdy pioneer 
work of the small local banker—that is a rationalistic concept that has 
grown up during the last decade, sponsored by thousands of small 
rural bankers who wish to preserve their own independence. 

To a certain extent the weakness of the American banking system 
is geographical. In the larger cities there have developed “department 
store banks” with large resources, institutions that are capable of per- 
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forming all of the banking services required by their customers. These 
institutions compare favorably in soundness and efficiency with any 
that are to be found in other parts of the world. The small rural bank, 
however, is in a less happy situation. Small agricultural communities 
cannot support a large bank, but a small one cannot attain to adequate 
efficiency of administration nor does it possess an adequate volume or 
diversity of financial business. The statistics of failures are swelled 
by the casualties of rural banking—casualties that are the result of 
fundamental economic tendencies rather than of individual fraud or 
incompetence. 

Both authors point to the logical solution. The large metropolitan 
bank must be allowed to take over the direction of a group of rural 
banks in its immediate territory. But such an aim can be attained in 
two ways. On the one hand, a banking group may be formed through 
the agency of a holding company, each unit in the group retaining 
its legal independence and preserving its integrity but being advised 
and guided by the parent bank. On the other hand, by means of a 
branch banking system, the individual units would lose their integrity 
being merged into the parent institution so that head office and 
branches formed a legal unit. Both systems have been tried in various 
parts of the United States during the recent past, and the evidence of 
the recent Congressional hearings amply demonstrates the differences 
of opinion between bankers on the subject of their relative merits. 

The present reviewer is inclined to agree with Mr. Collins in pre- 
ferring branch-banking within liberally-defined trade areas, regarding 
such a policy as the prelude to the legal permission of nation-wide 
branch-banking systems of the kind envisaged by Professor Cartin- 
hour. Admittedly branch-banking systems like that created by Gian- 
nini are already national in scope, but it is doubtful whether there is 
any large number of bankers ready to assume at once the responsibility 
of directing such large and complex systems. Professor Cartinhour also 
evinces a greater fondness for group-banking than most students of the 
problem. In the very ample treatment given to this stage of the prob- 
lem he sometimes seems to regard it as an alternative, rather than a 
preliminary, to complete branch-banking. 

Both authors emphasize the growing necessity for federal regula- 
tion of the new banking systems that have grown up, and they incline 
equally to the belief that adequate constitutional power exists for the 
regulation of state, as well as national, banks that are members of a 
group or that operate offices in more than one state. Mr. Collins also 
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points out repeatedly the necessity for legislation liberalizing the Na- 
tional Banking System so that it may recover the advantage once en- 
joyed by its members over institutions chartered by the states. The 
growing preference of bankers for state charters jeopardizes the uni- 
formity of American banking and threatens the power of the Federal 
Reserve System. 

Each of these books may be recommended to the student of Ameri- 
can banking problems. It must be confessed that Mr. Collins’ treat- 
ment is the simpler and more readable of the two, but Professor Cartin- 
hour has obviously been at great pains to collect all of the relevant 
data in order to present an authoritative statement. It sometimes 
seems, in fact, that his narrative breaks down under the weighty 
burden of the references that he has placed upon it. 


F. CyRIL JAMES 
UNIVERSITY OF PENNSYLVANIA 


Soviet Policy in Public Finance. By GREGORY SOKOLNIKOV, and 
OrHERS. (Edited by Lincoln Hutchinson and Carl Plehn). 
Stanford University, California: Stanford University Press, 
October 1, 1931. Pp. 470. 

To students conversant with Russian or German sources on Soviet 
policy in public finance, the essential substance contained within the 
pages of this most recent work, translated from Russian, is familiar 
material. The gist thereof has appeared in articles by the authors in 
Vestnik Finansov. Much water has passed under the bridge since these 
pages were written, and of the old structure of Soviet taxation, only 
“class policy,” the cornerstone, is important today. 

The curtain rises upon “The Financial System of Pre-War Russia.” 
Suffice to say, that no Soviet treatise would be true to character with- 
out a Czarist straw-man. Comparisons to accentuate the moral su- 
periority of Soviet expenditures flow with regularity. Thus, “expenses 
for defense doubled in a period (1903-1913) during which resources 
of the budget increased only 60 per cent” (p. 7). A comparison also 
shows that, in 1903, outlays for defense of the empire accounted for 
24.6 per cent of total expenditures, while in 1913, they constituted 
26.7 per cent. Further, expenditures for educational and productive 
purposes in the same period formed 11.8 per cent and 17 per cent re- 
spectively of total budgetary outlays, or reckoning as Bogolepov (au- 
thor, chap. i) does, expenditures for defense, ordinary and extraor- 
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dinary, increased 77 per cent; for cultural and productive needs, 147 
per cent. But to reckon this far would be to “show opportunist lack of 
faith in the mystic power of the proletariat.”” A blanket condemna- 
tion of extraordinary outlays appears on page 13. The 886 million 
rubles shown as a total was actually composed of: (1) 763 million 
rubles for railway construction; (2) 18 million for betterments; (3) 
32 million for the purchase of the Warsaw-Vienna railways; (4) 73 
million rubles advances to railways; all capital expenditures. 

K. Shmelev (chap. ii) reviews “Public Finances During the Civil 
War, 1917-1921.’ One searches in vain for the “why” of Soviet policy 
in this period. The statement (p. 94), “The peasantry gained some- 
thing through being supplied with manufactured goods at low prices,” 
whitewashes the more important fact that, for practical purposes, the 
exchange permitted by the Decree on Goods Exchange Organization 
for Increasing Grain Receipts (April 2, 1918), was not so much an ex- 
change between industry and agriculture as an exchange of industrial 
goods for services of the poor peasant in extracting produce from the 
koolaki. Or, why was the “famous decree of March 21, 1921 .... 
substituting a tax in kind for the distributive quota [compulsory req- 
uisition]. . . .” enunciated? Here the author ignores the rubrics ready- 
made for him by Lenin (X Congress, March 15, 1921). “It is impossi- 
ble,’”’ said Lenin, “‘to deceive classes . . . . we must either satisfy the 
middle peasant economically, or we will be unable to maintain the 
power of the proletariat.” 

The Tax in Kind introduced by Decree of March 21, 1921, is handled 
in a mention and pass-on fashion. The “eater” principle woven into 
subsequent agricultural taxes is not mentioned at all. A mere hint con- 
cerning the structure of this tax would certainly titillate the curiosity 
of students of public finance. For instance, the common denominator 
of the tax on furs was 1,000 “full-haired” squirrel pelts. One could 
discharge an assessment of 1,000 squirrel pelts by paying 18,000 mar- 
mots, 1 dark sable, 12 brown, 8 black and 4 white bearskins, etc. 
The egg tax was assessed at from two to eight eggs per dessyatin of 
land, according to the zone in which the land was situated. Thus, a 
Soviet farm of 100 dessyatins of land and 11 hens paid a tax of 500 
eggs while one of 10 dessyatins of land and 100 hens paid 50 eggs in 
taxes. 

In chapter iii, “New Economic Policy, 1921-28,” I. Reingold, leaves 
a skeleton of the transition from the compulsory requisition to taxa- 
tion; of direct and indirect taxation; of the excess profits, the rent, the 





BOOK REVIEWS gI 


inheritance and gift taxes; of revenues from state undertakings and 
properties, and receipts from loans. Three income-tax laws are covered 
in seven pages; eight separe agricultural tax laws in seven; the trade 
tax in four; the excess profits tax in a single page, and so on. 

A reconciliation of La Salle’s characterization of indirect taxation 
as a “financial device by means of which the privileged bourgeoisie 
exempts capitalistic classes and throws the burden of supporting the 
government upon the poor classes of population,” and its use by Soviet 
Russia, would have been much simplified had the author proceeded 
forthwith to Lenin. In 1918 Lenin was reminded that the then com- 
missar of finance proposed indirect taxation in the face of Socialist 
doctrine which holds direct taxation to be orthodox. Lenin answered 
by asking, “‘is a musket a dangerous instrument?” “This depends upon 
the person using it,’’ came the response. “There you have it,” replied 
Lenin, “depends upon the person using it—there you have the answer 
to indirect taxation.” ‘The pressing need of revenues, not theory, ex- 
plains the dominant rdéle of excises in the tax-revenue section of the 
Soviet budget. 

The tables on pages 189, 193, 204, and 205, muddle more than they 
explain. Excises were not collected in chervonetz rubles until August, 
1923. This is unexplained. Amounts shown on page 189 do not, for 
instance, gibe with figures in other studies (vide, P. Lebedev, Vestnik 
Finansov, No. 11, 1928, p. 33). The author’s carelessness in the classi- 
fication of cigarettes in the table on page 193 is inexcusable. Regula- 
tions of CIK (March 26, 1926), were certainly accessible. However, 
one expects this sort of thing in Soviet literature. Soviet data, apart 
from an exposition of the statistical technique used in their derivation, 
are inadequate for comparative purposes. For instance, the revenues 
from excises are often expressed as a percentage of total budgetary 
receipts, but receipts from the People’s Commissariat of Transport 
and People’s Commissariat of Posts and Telegraph appear on the 
revenue and expenditures side and simply offset each other. 

The revenue in absolute amounts derived from excises on vodka and 
spirituous liquors is approximately equal to pre-war receipts from this 
source, e.g., 865 m.r. In the quinquennial finance plan, estimated re- 
ceipts from indirect taxation for 1928/29 constitute 77 per cent of the 
total tax revenue. The projected annual increase in revenue from ex- 
cises for the five years 1928/29—1932/33 is 8.5 per cent; the increase 
in national income is estimated at 8 per cent per annum. The burden 
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of excises in 1927/28, 5 rubles 50 kopecks per capita, is higher than be- 
fore the war. 

Differentiation of rates (on cigarettes, tobacco, perfumes and cos- 
metics, tea, textiles [73 rates], spirits, etc.), the choice of objects of 
taxation, together with price fixation are pointed toward the realiza- 
tion of class policy which aims to shift the burden of higher rates upon 
the relatively well-to-do on the assumption that this class purchases 
the finer grades of excised commodities. Actually, the poor buy the 
better grades of textiles, for instances, since they are more durable and 
hence, more economical in the end, and in such instances, class policy 
turns turtle. On cigarettes, the rates are only slightly less regressive 
than in the pre-war excise. Although unimportant as a source of 
revenue, the excise on candles in Soviet Russia is none the less unique. 
Candles are mainly used in observance of religious services and the 
excise is after all a tax on religion. 

On page 144 the civil tax is referred to but not explained. The 
editors, unfortunately, sought out a somewhat inadequate source for 
a description of this tax. (See, for instance, Russian Information and 
Review, October 1, 1923, and compare description of the Single Agricul- 
tural Tax of May 10, 1923 here with the act itself.) The civil tax 
was a poll tax levied on all able-bodied citizens (old people, children, 
and invalids were exempted, vide, Haensel, Nalogii, U.S.S.R., Moscow, 
1926; also German ed.). 

In chapter iv, “Pre-War and Present Financial System,” G. Solovei 
compares the budget and national income in 1913 and in 1927-28; tax 
receipts and non-tax revenues for the same period; also, the tax burden, 
tax receipts, differences in principles involved in the direct taxation 
systems; indirect taxes, non-tax revenues, allocations to local budgets, 
and the rate of growth of the pre-war budget and of the Soviet State 
budget. Much of this is a repetition of previous chapters. Most com- 
parisons for the Soviet State begin with 1922 as a base. Any growth 
whatever will appear large by comparison with a state of economy 
such as prevailed immediately after the Civil War in Russia. A tend- 
ency to see but one side of the shield, to select sources to fit the argu- 
ment, is common throughout. Thus (p. 292), “the Soviet government 
pursues a policy of price lowering... . .” To effect a balance between 
stocks and quantities of goods that would be taken, the government 
must and does increase prices as well. Further, in comparisons of the 
pre-war tax burden of the peasant with that in 1925/26, a newspaper 
article by Frumkin is cited since the ratio of tax to income here is 19 
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per cent while the estimate of Wainstein (the most systematic Soviet 
work on this subject) of 17.6 per cent is not mentioned. Again, the 
national income for 1924/25 cited on page 312 exceeds Litoshenko’s 
estimate by only (?) 2 billion rubles. 

In chapter v, “Budget Expenditures During the Years 1922-23 to 
1927-28,” A. Gordin adds little to the previous chapters. In chapter 
vi, by G. Sokolnikov, “The Budget in the System of Planned Economy, 
the Background of the Five Year Plan,” is useful to an understanding 
of the réle and significance of control figures in planning. The editors 
bespeak a careful perusal of chapter vii by A. Gordin, “Budget Fi- 
nancing of Popular Economy,” the open sesame to an understanding 
of the Quinquennial Finance Pian. The assistance one can expect in 
this direction is epitomized by the author on page 371: “We must 
bear in mind that the financial position of the state’s industrial under- 
takings in the U.S.S.R. has peculiarities which are unknown and perhaps 
would not be understandable under capitalistic conditions.”” This is 
no chapter for those susceptible to vertigo. Better had they proceed 
at once to the PROMFINPLAN itself and so insure against a brain 
storm. 

Chapters viii, ix, inquire into the “Budgets of Allied Republics,’ 
and “The Development of Local Budgets in the U.S.S.R.” The latter 
is especially informative. Chapter x outlines “The Financial Adminis- 
tration in the U.S.S.R.,” and chapter xi, the “Prospects of Develop- 
ment of the Financial System of U.S.S.R.” 

The translation as a whole is excellent. The footnotes of the editors 
are helpful although they might have given clarity to several terms by 
direct translation from a standard Soviet political dictionary. There is 
no bibliography. 


, 


P. T. SWANISH 
LoyoLa UNIVERSITY, CHICAGO 


Marketing Principles. By JOHN FREEMAN PYLE. New York: 

McGraw-Hill Book Co., Inc., 1931. Pp. xxiv+565. 

Marketing Principles is a new type of marketing text. Its primary 
aim is to develop a fundamental method for the analysis and solution 
of marketing problems. The functions and institutions of marketing, 
which are given long and detailed consideration in separate chapters 
in many elementary marketing texts, are here only defined and treated 
briefly as a background for the author’s analytical approach to the 
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subject of marketing. Likewise the details of marketing specific com- 
modities, although fairly complete, are incidental to illustrating the 
effectiveness with which the analytical approach may be used. 

The analytical approach, as used by the author, is primarily a proc- 
ess of evaluating the methods of marketing a product through an 
analysis of the information secured by answering the following ques- 
tions (page 143). 

1. How does the character of the demand influence the marketing procedure, 
and, consequently, the costs and profits? 

2. How do the character of the product, the producer, the method of pro- 
duction, and location of the producing units affect the marketing of the 


product? 
3. How well does the existing marketing structure meet the needs for 


marketing this product or service? 


Through his analytical approach the author aims to make his book 
the basis of a course in the scientific analysis of marketing problems 
rather than a course in marketing facts. Nevertheless a vast amount 
of information in regard to market functions, institutions, and com- 
modities, has been packed within a few chapters and supplementary 
information is supplied which enables the student to apply and to 
appreciate the analytical approach. The importance of a knowledge 
of marketing facts is increased rather than diminished by the analyti- 
cal approach; but facts are subordinated to the stimulating exercise of 
analyzing marketing situations and solving marketing problems. 

The author presents his materials in a concise and logical manner. 
Part I (59 pages) sketches the evolution of marketing organization and 
practice since medieval times. He explains the characteristics of a mar- 
ket, and the buying motives and habits of consumers. Part II (102 
pages) lists and briefly describes the marketing functions and institu- 
tions, and concludes with a presentation of an analytical approach to 
marketing problems. Part III (121 pages) illustrates the effectiveness 
of the analytical approach in its application to specific commodities 
and groups of commodities. In addition to its application to some 
commodities most frequently handled in marketing, the broad use of 
the method is illustrated by its application to the marketing of real 
estate and services, both personal and impersonal, such as labor, elec- 
tricity, amusements, and news. Part IV (241 pages) analyzes a selected 
group of marketing problems. Included in the group are market fi- 
nance, market price, risk and hedging, sales-promotion activities, co- 
operative marketing, and standards of marketing efficiency. These 
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subjects are not treated with the formula for analytical study which 
has yielded satisfactory results in the previous section. The author, 
however, brings the student face to face with specific marketing prob- 
lems and through his exposition and analysis illustrates an analytical 
approach to these problems and presents, as well, a body of theories 
and facts which are essential to the study of marketing. 

The textbook qualities of the work have been enhanced by the addi- 
tion at the close of each chapter of bibliographies and numerous prob- 
lems, and, in most instances, references to printed cases. These make 
the book conveniently adaptable to elementary marketing courses of 
varying length. 

The author has added interest to his discussions, not only by weigh- 
ing carefully the relative merits of competing institutions and methods 
in marketing, but also by frequently reaching definite conclusions on 
controversial subjects. Occasionally certain facts have been overlooked 
which should have been used in testing the accuracy of the conclusions. 
When the author compares the costs of distribution of food through 
the chains and through the independent grocery stores by way of the 
wholesaler (p. 123), he estimates that the chains have an advantage in 
costs of 7.6 per cent. No mention is made, however, of the costs of 
credit and delivery services to consumers which, in part, account for 
the differential of 7.6 per cent and prevent this percentage from repre- 
senting the difference in marketing efficiency between the two channels 
of distribution. 

In discussing the rate of stock-turn of retail stores the author, after 
discussing the losses from a slow stock-turn, points out that the average 
turnover in the wholesale dry-goods field is once every 107 days and 
in the department store fieldyis once in 174 days, a total of 281 days. 
This is compared to a rate of turnover of once every 85 days for the 
chain dry-goods store. The figures quoted may be accepted as correct 
but are not comparable. Most department stores buy very little from 
wholesale dry-goods stores and, furthermore, carry slow-selling inven- 
tories of furniture, house furnishings, and floor coverings which are not 
found in the usual chain dry-good store. At another place the author 
seems to be partial to direct mail when, without criticism, he lets the 
S. D. Warren Company bring out the strong and weak features of 
space, and direct, or mail advertising (p. 407). These criticisms, how- 
ever, are minor in comparison to the success with which the author 
has reached his chief objective of presenting the subject of marketing 
to the student in a way that will stimulate the scientific method in 
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attacking the problems connected with buying and selling. In this re- 
spect Marketing Principles is an outstanding book in the field of 


marketing. 
Epcar H. GAuLt 
ScHOOL OF BusINESS ADMINISTRATION 
UNIVERSITY OF MICHIGAN 


Co-operation in Marketing Dairy Products. By ROLAND WILLEY 
Bar.EtT?r. Springfield, Ill.: Charles C. Thomas, 1931. Pp. 299. 


Co-operation has had no more interesting development than in the 
dairy industry. Those who doubt this statement should refer to Mr. 
Barlett’s study which clearly presents a cross section of co-operation 
in operation in the dairy industry. In the words of the author: “The 
aim of this book is to treat co-operation in dairy marketing from the 
viewpoint of the industry as a whole, and not as it relates to producers 
alone.” 

The book is divided into two parts: Part I, “Aims and Agencies,” 
and Part II, “Price Plans.”’ The first part presents the general organ- 
izations and problems of the dairy industry and is largely descriptive, 
whereas the second part is a technical exposition of the interesting 
mechanisms which have been developed to cope with the pricing prob- 
lem. 

Among the chapters of Part I, special interest centers on chapter ii, 
“Collective Bargaining Associations.” These associations which do 
“not assume the physical handling of milk at any stage in the market- 
ing process” are cautioned against the use of monopolistic tactics. 
Such a condition may result from a coalition of ‘organized producer- 
distributor interests to exact a higher price from the consumer.”’ Mr. 
Barlett states that “such coalitions can be only temporarily successful. 
They have been introduced in some organized milk markets within 
the past eight years, during a period when producers as a whole have 
been enjoying consumer sympathy; but this sympathy is likely to 
change to indifference or antipathy during a period of general depres- 
sion, or when the disparity of incomes to agricultural and non-agricul- 
tural workers becomes less pronounced”’ (p. 27). The truth of this 
advice is being demonstrated in the present depression. 

The author’s viewpoint that “co-operation in marketing” is a more 
comprehensive term than “co-operative marketing” is expanded in the 
treatment of “Trade Associations and Educational Agencies.”’ Here 
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the author describes the work of the National Milk Producers Co- 
operative Association, the American Dairy Federation, the Interna- 
tional Association of Milk Dealers, local milk dealers associations, etc. 

A separate chapter deals with agencies promoting health activities 
in relation to milk products. The author says, “The formation and 
adoption of grades for all dairy products, in such terms as will com- 
mand national recognition, constitutes one of the most vital needs in 
the dairy industry at the present time” (p. 116). 

As a basis for the actual discussion of price plans in operation, atten- 
tion is given to the economic principles underlying price plans (chap. 
xiii). The three different price plans now in general use, are each suc- 
cinctly analyzed by the author: “The classification price plan,”’ which 
is used by the Dairymen’s League, provides a method by which milk 
is bought on the basis of classification according to “the values of 
milk in different uses” (p. 188). Under this plan producers generally 
are paid a pool price irrespective of the final distribution of their 
products into uses of different value. 

The “basic-surplus” type of price plan which was first used in a 
large way in Baltimore is “based upon the principle that each producer 
in a milk shed should be paid the price during each season which repre- 
sents the market value of the milk that he contributes in that season” 
(p. 211). Since milk production is highly variable, this plan affords 
a means of paying a basic price for the amount of milk which will supply 
the market during the deficiency season and a surplus price for milk 
produced at other seasons in excess of this basic quota. The main 
advantage of this plan is that it affords the producers of surplus milk 
a payment in accordance with the value of the surplus. The producer 
with little surplus will get a higher average value for his milk. 

It was natural that the “classification” price plan should be com- 
bined with the “basic-surplus” plan. The result is known as the “‘com- 
bination” price plan and this plan is favored by the author. Mr. Bar- 
lett discusses the three types of “combination” plan, the “specified- 
volume,” the “adjustment-fund,” and the “equalizing-value.”” The 
“equalizing-value” price plan is carefully demonstrated in chapter 
xix. This plan provides for the sale of milk to distributors “at prices 
based upon its market value in different uses,” while the disposition 
of proceeds is based upon the “‘proportion of each producer’s contribu- 
tion of market value to the total market value” (p. 240). The author 
in approving this plan holds that its use encourages the economic pro- 
duction and disposition of milk on the ground that the very nature of 
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its operation compels the producer “to watch changes in total market 
demand in its relation to total supply, if he is to realize the highest 
returns for his product” (p. 257). 

In summarizing the discussion of price plans the author holds that 
“stabilization of the fluid milk industry is possible through the use of 
a price structure that is sound in principle and workable in practice” 
(p. 258). He believes that “the next step which seems most necessary 
is to work out standard methods for the measurement of factors gov- 
erning milk production and consumption, both currently and over a 
period of years, in such a way as to be of practical use in adjusting milk 
prices” (p. 258). It is to be regretted that the author did not further 
elaborate this idea. The author also believes that “students of the 
economics of milk marketing will find their most fertile field in attempt- 
ing to solve the numerous problems connected with the local, regional 
and national adjustment of milk prices” (p. 258). Here again the au- 
thor has suggested the approach, but has failed to elaborate the prob- 
lem. Some students of the subject feel that the very existence of the 
price plans depends upon this more general problem. 

In summing up the book, credit must be given to the author for 
clearly explaining this highly technical subject. His attitude is open- 
minded and the treatment is nicely analytical. Unfortunately, the his- 
torical approach is not used to show how rapidly progress has been 
made in this field and under what adverse circumstances. Some will 
also regret that the author has not seen fit to refer to the position of 
the Farm Board in relation to dairy co-operation. Here is an industry 
that has gone some distance in stabilization activites and in production 
control. Does it not offer a suggestion to the Farm Board along these 
lines in the latter’s efforts to prescribe for the agricultural industry? 
It will be remembered that the National Co-operative Milk Producers 
Federation almost alone among co-operative groups opposed the sta- 
bilization features of the act, when the bill was under consideration. 

Reference should also be made of the appropriate use of charts, to 
the copious Bibliography and Index, and to the Appendix containing 


illustrative price plans and contracts. 
JoserH G. KNAPP 
NorTH CAROLINA STATE COLLEGE 


Forecasting Business Cycles. By WARREN M. Persons. New 
York: John Wiley & Sons, 1931. Pp. xiv+295. 
The author of this book may well be called the father of our present 
methods of forecasting business scycle by the use of historical analogy. 
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Persons developed the Harvard Economic Service on which various 
economic barometers in Europe were built up later, even if the Ger- 
man “Institute fiir Konjunkturforschung” always emphasized its skep- 
ticism regarding historical analogy. The desirability of finding a meth- 
od by which to forecast economic trends is becoming the more urgent, 
the more the idea of some kind of a “planned economy” is making 
entrepreneurs apt to follow the advice of “forecasting institutes,” be 
they private or governmental bodies. 

Persons’ book contains three rather loosely connected parts. The 
first presents an analysis of the business situation in October—-Decem- 
ber, 1930, and the forecasts, made at the time, of the then probable 
future course of business. This part is reprinted from articles published 
in Barron’s and the New York Evening Post. 

Part II presents the graphic and tabular records of annual and 
monthly statistics since 1875. Important economic and political events 
are recorded for each year and their bearing on the business cycle 
analyzed. This historical material is used as the basis for the forecast 
made in Part I. 

In Part III, Persons “attempts to give: (a) illustrations of the way 
in which I try to apply economic and probability analysis to the fore- 
casting of business cycles; (6) a classification of theories of business 
fluctuations, and (c) a survey of the application of statistical data and 
methods in economic theory.” 

The reviewer holds the second part of the book to be the most 
valuable and useful one; the classification of business cycle theories 
presented in the third part is open to criticism, but it would indicate a 
lack of sense of proportion to take issue with Persons on this chapter 
instead of concentrating on the first part of the book. 

The courageous undertaking of Persons to have published in the 
fall of 1930, a complete “‘time-table of business recovery” for 1931 has 
revealed once more the danger of such a step. But instead of criticizing 
Persons for thus having ruined the reputation of “‘scientific forcasting,” 
the reviewer feels that we economists should not only adopt the “He 
who is without sin may throw the first stone,’’ but actually should be 
thankful that a chance has been provided to learn from a mistake 
made. 

Persons well realized the danger involved in making his forecast, 
when he pointed out: “The forecasts given in these chapters may prove 
to be mistaken—but there they are intact, and they are offered as an il- 
lustration of actual practice in forecasting business cycles. They should 
be judged, not as predictions that business will certainly pursue the 
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course described, but as forecasts of probable developments in business. 
They are based upon an analysis of the then-available data and an 
appraisal of the developments which then appeared to be in progress. 
Errors in the analysis or the appraisal—if errors appear, as they un- 
doubtedly will—would be real errors and should be chalked up against 
the forecaster. The failure to secure all the available pertinent data 
would also be a real error, and should also be chalked up; but such an 
error, though serious, would not be so grave as an error of reasoning or 
judgment. 

“The failure of the forecast to be realized, however, because of the 
occurrence of some unpredictable even or the rise of some unpredict- 
able development should not be counted a real ‘failure,’ or an error on 
the part of the forecaster. He envisages the possibility of such events 
and developments; he realizes that any forecast must be and is condi- 
tional, and that the actual realization or lack of realization of a forecast 
depends upon both (a) the operation of economic forces and (6) im- 
portant unpredictable ‘accidents.’”’ 

Any criticism of Persons’ forecast has, therefore, to be based on 
the question of whether or not the economic developments of 1931 went 
contrary to the “timetable”’ due to the occurrence of events that were 
predictable or not. 

The forces that aggravated the business depression in 1931 had their 
roots in the weakness of the European banking structure. The failure 
of the “‘Austrian Credit Anstalt”’ that started the collapse of Europe’s 
credit system and that has culminated so far in the insolvency of 
two of the five largest German banks and in the inability of England 
to maintain the gold standard, was probably predictable in the sense 
that its probability should have been duly weighted. The reviewer’s 
attention was called to the serious danger of the insolvency of the Ger- 
man banks as early as October, 1930, by none less than Dr. Hjalmer 
Schacht and an analysis of the statements of the German banks as of 
December 31, 1930, gave clear evidence of impending disaster. It might 
be mentioned that the reviewer’s warnings however, were disregarded 
by his bank which had not less than 25% of its capital invested in 
short-term German credits, and that a financial periodical to which an 
analysis of the German bank statements was sent for publication, kept 
the manuscript for over six months, fearing to publish data of this 
character and thus preventing its publication. 

We touch here one extremely difficult problem: To what extent can 
a forecaster afford to be as pessimistic as to doubt the solvency of 
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important banks? Aside from the fact that it constitutes a criminal of- 
fense to publish or to circulate orally doubts in the solvency of banks, 
there is the question whether a pessimistic forecast may not destroy 
public confidence in such institutions and thus create the disaster 
which otherwise might have been prevented. 

While Persons thus might have been unable to call the danger spot 
in Europe by name, he should have weighted its existence properly in 
his “timetable.” But his book very definitely attempts to prove that 
historical analogy justified the assumption that this country would 
recover independently of developments abroad. This conviction prob- 
ably induced Persons to neglect the analysis of European data, and it 
is this fact that constitutes both “‘an error in analysis” as well as the 
“failure to secure all the available pertinent data.” 

Forecasting business developments entails the continuous observa- 
tion and analysis of such a mass of data and events that very probably 
only the teamwork of specialists can produce satisfactory results. To 
all aspirants in the field, Persons’ book will be a cornerstone to build on. 


ROBERT WEIDENHAMMER 
UNIVERSITY OF MINNESOTA 


Business Letters, Their Preparation and Use. By HENRY A. BuRD 
and CHARLES J. MILLER. New York: McGraw-Hill Book Co., 
Inc., 1930. Pp. xxvii+490. 

This is a quite complete discussion of the use as well as the construc- 
tion of all the usual types of business letter. With the exception of the 
rather dangerous assumption that difficulties of grammar and sentence 
construction will resolve themselves without much effort on the part 
of the letter writer, the technique of constructing the letter is developed 
in what appears to be a competent manner. The letter problem is de- 
veloped preliminary to any discussion of method. “The psychology of 
letter writing” is properly subordinated to more useful and practical 


suggestion. 
E. A. Duppy 
UNIVERSITY OF CHICAGO 


The Menace of Over-production. ScoviLtE HAMLIN (editor). 
New York: John Wiley & Sons, 1930. Pp. x+ 202. 


Somewhat more than one-third of this brief volume is devoted to 
statements, by leaders prominent in the respective fields, of the extent 
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and causes for “over-expansion’”’ of production facilities in the coal, oil, 
textile, radio, and agricultural industries. The remainder deals with 
factors affecting over-expansion in general, and with “cures.” 

A loose use of terminology and uncritical acceptance of sweeping 
assumptions result in an exaggerated picture of the “‘menace of over- 
production.”” Most of the “cures,”’ of course, turn on some device for 
controlling or eliminating competition. 

Some sections of the treatise are informative and suggestive. It is 
questionable, however, whether superficial and partial treatments of 


this sort may not be more misleading than helpful. 
R. W. STONE 


UNIVERSITY OF CHICAGO 


Commodity Marketing. By Ratpu F. BREYER. New York: Mc- 

Graw-Hill Book Co., Inc., 1931. Pp. viii+477. 

The author has gathered in twenty-six chapters material dealing 
with the marketing of the principal non-agricultural commodities, with 
separate chapters on the marketing of public utility and telephone 
services. The purpose of the book, as the author alleges, is to provide 
a body of concrete material for illustrating and defining the scope of 
the so-called marketing functions. 

Variations exist in the way these functions operate through the mar- 
keting structures for different commodities. ‘“To obtain a definite idea 
of these variations, to see the causes underlying them, to understand 
their reactions on other phases of marketing, and to master the diffi- 
culties and intricacies of the problems of application of general princi- 
ples of marketing to practical conditions in actual markets,” is the 
purpose of what the author calls the “commodity approach” to the 
study of marketing. 

There is much to be said for this view, especially for the beginning 
student. In the effort to cover ground, broad generalizations concern- 
ing marketing functions and structures are useful, but they leave the 
student with little sense of reality. Perhaps a judicious combination of 
the two methods would be better than either alone. For those who wish 
to experiment in this direction, Breyer’s book will be found most useful. 

E. A. Duppy 


UNIVERSITY OF CHICAGO 








